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REVIEW  OF  REVISIONS  NECESSARY  TO  IM- 
PROVE EFFECTIVENESS  OF  THE  MARKET 
PROMOTION  PROGRAM 


WEDNESDAY,  JUNE  23,  1993 

House  of  Representatives, 
Subcommittee  on  Foreign  Agriculture  and  Hunger, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Timothy  J.  Penny 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Barlow,  Pomeroy,  Stenholm,  Allard, 
Lewis,  Canady,  and  Everett. 

Also  present:  Representative  E  (Kika)  de  la  Garza,  chairman  of 
the  committee,  and  Representatives  Condit  and  Dooley,  members  of 
the  committee. 

Staff  present:  Joseph  Muldoon,  associate  counsel;  Gary  R.  Mitch- 
ell, minority  staff  director;  John  E.  Hogan,  minority  counsel;  Dale 
Moore,  minority  legislative  coordinator;  Glenda  L.  Temple,  clerk; 
Jane  Shey,  Anita  R.  Brown,  James  A.  Davis,  Xavier  Equihua,  and 
Lynn  Gallagher. 

OPENING  STATEMENT  OF  HON.  TIMOTHY  J.  PENNY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MIN- 
NESOTA 

Mr.  Penny.  The  subcommittee  will  come  to  order. 

I  called  this  meeting  to  examine  potential  changes  in  the  market 
promotion  program,  changes  which,  at  least  some  of  us  believe, 
may  be  necessary  in  order  to  improve  the  focus  and  the  effective- 
ness of  MPP. 

I  have  been  a  strong  and  consistent  supporter  of  agricultural  ex- 
ports, and  I  want  to  see  the  MPP  retained,  although  with  some 
modifications. 

During  budget  reconciliations,  I  suggested  several  changes  in  the 
market  promotion  program  but  decided  instead  to  wait  and  hold 
hearings  on  introducing  any  legislation  in  this  regard. 

I  am  interested  to  hear  from  our  witnesses  today,  especially  to 
hear  any  reactions  they  might  have  to  legislation  introduced  by 
Senator  Leahy — he  has  proposed  significant  adjustments  in  the 
program — and  any  other  thoughts  that  you  might  have  as  to  how 
the  USDA  can  improve  the  program  would  be  welcome  at  this 
morning's  hearing. 

(l) 


I  also  am  aware  in  the  Senate  reconciliation  bill  they  actually 
took  the  funding  level  for  MPP  down.  Here  in  the  House,  we  ap- 
proved a  freeze  level  for  that  program.  And  I  believe  if  the  con- 
ference results  in  a  lower  appropriated  level  for  the  program  in  the 
next  several  years,  it  further  reinforces  the  need  for  us  to  consider 
some  changes  in  the  program  to  make  sure  that  we  get  the  best 
return  for  our  dollars  spent. 

My  intention  is  to  introduce  legislation  in  the  next  month  which 
will  incorporate  suggestions  brought  forward  by  the  hearing  today. 
I  would  emphasize  that  development  of  a  bill  is  an  ongoing  process. 
I  am  happy  to  work  with  all  interested  parties,  both  among  my  col- 
leagues on  this  subcommittee  and  groups  represented  here  today, 
as  we  try  to  develop  legislation  in  this  area. 

With  that,  I  would  ask  the  ranking  minority  member  to  make 
any  remarks  he  might  have.  And  then  we  will  call  forward  our  first 
panel. 

OPENING  STATEMENT  OF  HON.  WAYNE  ALLARD,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  COLO- 
RADO 

Mr.  ALLARD.  Thank  you,  Mr.  Chairman,  for  recognizing  me. 

I  would  like  to  say  that  we  called  in  a  few  extra  reinforcements 
on  our  side.  Congressman  Terry  Everett  is  in  the  process  of  joining 
this  committee.  I  understand  he  has  been  appointed  on  the  Repub- 
lican side  to  serve  on  this  subcommittee.  And  the  formal  action  will 
probably  be  taken  in  the  next  week  or  two  on  him  becoming  a  per- 
manent member  on  this  side. 

So  I  would  like  to  welcome  him  to  the  committee  personally.  And 
did  you  want  to  say  one  or  two  comments?  You  are  welcomed  to 
do  that.  If  not,  I  will  make  my  formal  comments  for  the  record. 

Mr.  Everett.  Nothing  other  than  I  am  very  pleased  to  be  here. 

Mr.  Allard.  Thank  you.  It  is  good  to  have  you  with  us. 

Mr.  Chairman,  I  look  forward  to  today's  hearing  on  the  market 
promotion  program.  It  is  completely  appropriate  that  we  hold  an 
oversight  hearing  on  this  program  to  see  how  effective  it  has  been 
in  accomplishing  its  goal  of  promoting  American  goods  and  prod- 
ucts overseas.  Because  you  know  as  well  as  I  do,  Mr.  Chairman, 
there  shouldn't  be  $1  in  Government  waste,  and  agriculture,  like 
other  aspects  of  the  Federal  Government,  needs  to  look  inwards 
and  see  if  it  is  using  its  taxpayer  dollars  wisely. 

I  believe  the  purpose  of  the  market  promotion  program  is  appro- 
priate and  market  expansive.  Certainly  promoting  American  prod- 
ucts and,  therefore,  gaining  markets  is  an  end  that  we  should  work 
towards. 

However,  there  has  been  many  criticisms  of  the  program  that 
should  be  addressed.  Is  it  being  abused  by  large  corporations?  The 
question  has  been  raised  that  some  of  the  dollars  in  the  market 
promotion  program  are  merely  used  to  subsidize  the  advertising 
budgets  of  large  corporations;  that  this  money  is  merely  used  by 
them  because  it  is  available,  not  because  it  is  necessary  to  break 
into  new  markets.  The  question  of  how  much  of  what  is  being  pro- 
moted is  American  has  also  been  raised. 

Are  we  using  taxpayer  dollars  to  pay  for  products  that  are  com- 
prised predominantly  of  foreign  goods  or  American  goods? 


Again,  if  this  is  the  case,  we  should  fix  the  problem. 

Mr.  Chairman,  these  are  some  of  the  questions  that  I  have  heard 
surrounding  the  market  promotion  program.  Today,  I  hope  that 
some  of  these  questions  can  be  put  to  rest  or  brought  to  light  so 
that  we  can  deal  with  them. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  today's  hearing. 

Mr.  Penny.  With  that  we  will  call  forward  our  first  witnesses. 
We  have  with  us  today  Mr.  Chris  Goldthwait,  Acting  General  Sales 
Manager  and  Assistant  Administrator  for  Export  Credits,  Foreign 
Agricultural  Service. 

And  Mr.  Alan  Mendelowitz,  Director  of  International  Trade,  Fi- 
nance, and  Competitiveness. 

Mr.  DOOLEY.  Mr.  Chairman,  if  I  could  ask  for  unanimous  consent 
to  enter  my  statement  and  the  statement  of  Congressman  Lehman 
into  the  hearing  record. 

Mr.  Penny.  Without  objection. 

Mr.  Canady.  Mr.  Chairman  I  also  have  a  statement. 

Mr.  Penny.  That  will  also  be  incorporated  into  the  record  with- 
out objection. 

[The  prepared  statements  of  Mr.  Dooley,  Mr.  Canady,  and  Mr. 
Lehman  follow:] 
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Mr.  Chairman,  thank  you  for  holding  this  hearing  and  for 
allowing  me  to  participate.   I  am  a  strong  supporter  of  the 
Market  Promotion  Program  (MPP) .   In  fact,  I  believe  that  we 
should  be  directing  more  federal  resources  toward  this  type  of 
program  and  away  from  price  and  income  support  farm  programs. 
The  future  success  of  American  agriculture  lies  in  our  ability  to 
compete  in  international  markets.   That  is  why  I  am  a  strong 
supporter  of  export  assistance  programs,  the  North  American  Free 
Trade  Agreement,  the  GATT  talks  and  the  President's  work  with 
Japan . 

The  population  of  the  United  States  will  increase  by  30 
million  over  the  next  20  years,  at  the  same  time  the  world 
population  will  increase  by  2  billion.   Clearly,  we  must  gain 
access  to  this  huge  world  market  in  order  to  remain  competitive. 
We  can  do  that  through  trade  agreements  and  export  assistance 
programs,  such  as  the  MPP. 

The  MPP,  originally  the  Targeted  Export  Assistance  (TEA) 
program,  was  created  to  provide  assistance  to  agricultural 
commodities  facing  unfair  trade  barriers.   The  program  was  very 
successful  and  many  commodity  groups  used  the  program  funds  to 
break  into  difficult  markets,  such  as  Japan.   In  1990,  Congress 
expanded  the  TEA  program,  renamed  it  the  Market  Promotion 
Program,  and  allowed  a  wider  range  of  commodity  groups  to  apply 
for  funding.   However,  commodities  facing  unfair  trade  practices 
are  given  higher  priority  for  funding. 

The  Market  Promotion  Program  has  been  extremely  successful 
in  meeting  its  goals  of  creating,  expanding  and  maintaining 
export  markets.   The  USDA  estimates  that  each  dollar  of  MPP 
funding  results  in  an  increase  in  agricultural  product  exports  of 
between  $2  and  $7. 

Let  me  give  you  a  real -life  example  of  the  positive  results 
from  the  MPP.   The  California  Table  Grape  Commission  provided  me 
with  information  regarding  their  experience  with  the  MPP  and  the 
Targeted  Export  Assistance  (TEA)  program.   During  the  six  years 
that  they  have  participated  in  the  program: 

-  Offshore  exports  have  grown  208  percent,  from  2.5 
million  boxes  to  nearly  8  million  boxes  of  grapes. 

Export  value  has  increased  233  percent,  from  $28 
million  to  $93  million. 

The  industry  has  established  a  new  record  for  grape 


exports  each  year  of  its  participation  in  TEA  and  MPP, 
despite  fluctuations  in  crop  size,  grape  quality, 
market  conditions,  price  and  other  factors. 

Clearly,  the  funds  awarded  to  the  Table  Grape  Commission  have 
been  successfully  used  to  expand  markets. 

Unfortunately,  this  successful  program  has  also  been 
subjected  to  some  criticism.   While  I  believe  most  of  the 
criticism  is  unfounded,  the  reality  is  that  if  the  public 
perception  surrounding  the  program  is  negative  then  it  is  in 
jeopardy.   Mr.  Chairman,  I  am  pleased  that  you  recognize  the 
importance  of  the  MPP  and  are  working  with  those  of  us  who 
strongly  support  the  program  in  developing  your  proposed  changes 
to  the  program.   While  I  may  not  be  able  to  support  your 
proposals,  I  know  that  you  are  making  an  effort  to  make 
constructive  changes  in  the  program. 

Most  of  the  criticism  is  aimed  at  large  companies  with 
familiar  brand  names.   Mr.  Chairman,  as  you  know,  funding  is 
awarded  to  commodity  groups  or  cooperatives  and  not  to 
corporations.   While  many  commodity  groups  work  with  large 
corporations,  the  companies  themselves  do  not  apply  for  funding. 
The  goal  of  the  program,  to  promote  U.S.  agricultural 
commodities,  is  being  met  by  using  established  and  trusted  brand 
named  products.   Even  more  importantly,  the  American  farmers  who 
grow  the  commodities  have  benefited.   To  use  the  California  Table 
Grape  Commission  as  an  example  again,  the  Commission  represents 
850  fresh  table  grape  farmers.   The  average  size  of  their  farms 
is  97  acres.   I'm  sure  that  no  one  would  disagree  that  the  MPP 
program  has  benefited  each  of  these  small  growers  just  as  the 
program  was  intended. 

Mr.  Chairman,  it  would  be  a  mistake  to  allow  the  vocal 
critics  of  the  MPP  to  eliminate  or  greatly  diminish  the 
usefulness  of  the  program  based  on  a  few  newspaper  articles  or 
isolated  cases  of  poor  judgment.   I  hope  that  the  Subcommittee 
will  continue  to  be  supportive  of  the  MPP  and  that  you  will 
continue  to  work  with  me  and  the  proponents  of  the  program  to 
address  the  critics  of  the  program. 
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Thank  you,  Mr.  Chairman.  I  commend  you  and  Mr.  Allard  for  calling 
this  hearing  to  review  the  Market  Promotion  Program  (MPP) . 

Mr.  Chairman,  I  realize  that  this  subcommittee  wants  to  review 
the  effectiveness  of  the  program,  and  to  consider  revisions  that 
some  deem  necessary  to  improve  the  effectiveness  of  the  program. 
While  I  do  not  believe  that  the  MPP  program  is  flawless,  I  am 
convinced  that  it  has  been  extraordinarily  successful  for  the 
Florida  citrus  industry. 

The  MPP  program  has  given  the  Florida  citrus  industry  the 
opportunity  to  penetrate  foreign  markets  that  have  traditionally 
been  closed  to  our  products .  Careful  analysis  and  development  of 
markets  in  Europe,  the  United  Kingdom  and  the  Pacific  Rim  countries 
has  allowed  the  "Fresh  from  Florida"  label  to  become  a  household 
name  in  many  of  those  countries. 

Since  1966,  when  it  became  involved  in  the  Targeted  Export 
Program  (TEA) ,  the  predecessor  to  the  MPP  program,  the  Florida 
citrus  industry  has  tripled  its  grapefruit  exports  from  $50  million 
to  $150  million.  Every  $1  million  in  MPP  support  to  the  Florida 
citrus  industry,  translates  to  over  $3  million  in  exports  and  over 
$6  million  in  the  generation  of  additional  economic  activity. 

Although  many  opponents  of  the  MPP  program  argue  that  money  is 
being  wasted  to  promote  major  corporations,  I  would  point  out  that 
this  is  the  only  support  program  that  allows  Florida  citrus 
producers  to  counter  unfair  and  often  subsidized  foreign 
competition.   It  is  the  one  program  that  helps  level  the  playing 
field  for  Florida  citrus  producers  in  foreign  markets. 


Mr.  Chairman,  I  propose  that  if  revisions  are  to  be  made  to 
this  program,  we  use  the  Florida  Department  of  Citrus'  international 
marketing  plan  as  a  model.  It  is  a  program  that  operates  under  the 
scrutiny  of  the  agriculture  producers  that  are  intended  to  benefit 
from  the  program  --  Florida's  citrus  farmers.  The  citrus  promotion 
programs  are  evaluated  and  reevaluated  constantly  to  guarantee  that 
the  money  is  being  spent  in  an  efficient  manner. 

Again,  I  commend  you  for  calling  this  hearing  to  review  the 
Market  Promotion  Program.  As  we  proceed  with  our  review,  it  is 
essential  that  we  bear  in  mind  that  this  program  has  been  an 
undeniable  success  for  the  Florida  citrus  industry.  And  we  should 
avoid  any  changes  in  the  program  which  would  undermine  the 
effectiveness  of  the  program  for  the  Florida  Citrus  industry.  Thank 
you,  Mr.  Chairman. 
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STATEMENT 

BY 

CONGRESSMAN  RICHARD  LEHMAN 

ON 

THE  MARKET  PROMOTION  PROGRAM 

HOUSE  AGRICULTURE  SUBCOMMITTEE 

ON 

DEPARTMENT  OPERATIONS  AND  NUTRITION 

June  23,  1993 

MR.  CHAIRMAN:   I  appreciate  your  efforts  to  review  the  market 
promotion  program  to  ensure  it  is  meeting  its  primary  purpose.   I 
strongly  support  the  Market  Promotion  Program,  and  while  some 
reform  may  be  needed,  I  caution  the  Committee  to  proceed  slowly 
with  any  changes  which  might  undermine  the  program's 
effectiveness . 

As  we  know,  the  Market  Promotion  Program  provides  funding  to 
trade  groups  to  help  promote  American  farm  goods  overseas.   The 
program  has  breathed  new  life  into  a  variety  of  agricultural 
exports,  including  many  from  California  such  as  walnuts,  raisins, 
citrus,  and  almonds  that  do  not  get  the  bulk  of  farm  support 
provided  in  this  country. 

The  reforms  currently  being  considered  are  designed  to 
restrict  branded  promotion.   While  promoting  specific  brands  of 
products  abroad  has  been  the  target  of  criticism,  I  think  it  is 
important  to  remember  that  branded  promotion  has  been  one  of  the 
most  cost-effective  means  of  expanding  sales  and  market  share  for 
most  high-value  products.   Large  cooperatives  that  offer  branded 
products  are  considered  immediately  suspect,  even  though  they 
represent  thousands  of  small  growers.   I  might  add  that  small 
growers  benefiting  directly  or  indirectly  from  the  heightened 
awareness  foreign  advertising  provides  could  not  afford  to  fund 
such  campaigns  on  their  own  even  with  the  help  of  the  MPP 
program. 

Limitations  on  funding  to  branded  firms  will  only  serve  to 
impair  USDA's  efforts  to  expand  agricultural  exports  of  high- 
value  products,  and  will  run  contrary  to  the  Farm  Bill's 
statutory  instruction  to  give  greater  emphasis  to  this  class  of 
products.   For  example,  a  50%  U.S.  processed  requirement  is 
economically  infeasible  for  several  high-value  commodity  sectors. 
The  higher  the  value  of  the  product,  the  more  common  these 
economic  constraints.   Similarly,  a  graduation  requirement  does 
nothing  but  impair  the  program's  ability  to  overcome  unfair 
competition.  A  5-year  graduation  requirement  will  simply  mean 
that  after  five  years,  without  the  necessary  government 
assistance,  branded  products  will  no  longer  be  able  to  overcome 
unfair  foreign  practices,  and  exports  will  fall. 
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I  ask  my  colleagues  to  recognize  the  significant  value  this 
program  offers  and  the  proven  effectiveness  of  its  operation. 
Let's  put  competitiveness  first  and  allow  this  program  to 
continue  to  offer  the  same  outstanding  return  for  investment  it 
has  in  the  past.   The  program  should  be  given  the  credit  it  has 
earned,  and  its  success  should  not  be  rewarded  by  creating 
barriers  that  inhibit  it.   In  this  competitive  environment,  we 
need  preserve  whatever  tools  we  have  available  that  will  promote 
a  level  playing  field  and  spur  economic  production  in  this 
country.   I  look  forward  to  working  with  you,  Mr.  Chairman,  to 
ensure  that  happens. 
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Mr.  Penny.  Welcome  back.  We  had  you  here  last  week  on  an- 
other matter,  and  we  appreciate  you  returning  this  week  as  we  ex- 
plore options  for  the  MPP. 

Chris,  we  will  start  with  you. 

STATEMENT  OF  CHRISTOPHER  GOLDTHWAIT,  ACTING  GEN- 
ERAL SALES  MANAGER,  FOREIGN  AGRICULTURAL  SERVICE, 
U.S.  DEPARTMENT  OF  AGRICULTURE,  ACCOMPANIED  BY 
PfflL  MACKIE,  ASSISTANT  ADMINISTRATOR,  MARKETING 
COMMODITY  PROGRAMS 

Mr.  Goldthwait.  Thank  you. 

I  am  accompanied  by  Mr.  Phil  Mackie,  who  is  our  Assistant  Ad- 
ministrator for  Marketing  Commodity  Programs,  who  has  direct 
oversight  over  the  MPP. 

I  would  appreciate  if  my  full  testimony  could  be  entered  into  the 
record,  and  I  will  try  to  summarize  my  remarks  rather  briefly  here. 

Mr.  Penny.  Without  objection.  Please  proceed. 

Mr.  Goldthwait.  First  of  all  I  would  posit  that  the  MPP  has 
worked  well  since  its  original  inception  as  the  TEA  program,  the 
trade  export  assistance  program. 

And  in  my  testimony,  I  go  into  fair  detail  about  one  of  its  accom- 
plishments, which  is  the  promotion  of  U.S.  beef  products  in  Japan. 
And  there  I  illustrate  how,  over  a  period  of  years,  using  the  pro- 
gram in  several  different  ways  to  target  different  problems  in  mar- 
ket promotion  in  Japan,  the  program  has  been  very  helpful  in 
building  what  is  now  a  $1V2  billion  per  year  market  for  U.S.  com- 
modities. 

The  program  is,  indeed,  among  the  various  trade  promotion  and 
export  instruments  that  we  have,  the  one  most  suited  for  promot- 
ing high-value  products.  And  high-value  products,  as  the  committee 
knows,  are  a  very  important  and  growing  segment  of  world  trade, 
a  segment  that  has  roughly  doubled  since  1985. 

I  would  further  add  that  the  program  has  changed  quite  consid- 
erably since  its  inception,  and  in  terms  of  how  we  have  imple- 
mented it. 

Legislatively,  the  1990  farm  bill  made  certain  changes  which 
broadened  its  former  targeting  to  specific  unfair  trade  practices. 

Administratively,  we  have  made  a  whole  series  of  alterations  in 
how  the  various  proposals  that  we  received  are  reviewed  as  well  as 
in  efforts  to  achieve  more  cost-effective  activities  in  terms  of  the 
content  of  those  proposals. 

I  will  comment  briefly,  if  I  may,  on  a  number  of  the  suggestions 
that  have  been  made  in  the  current  debate  about  the  program.  But 
at  the  outset,  I  would  like  to  underscore  Secretary  Espy's  personal 
interest  in  reviewing  the  program,  top  to  bottom,  and  in  continuing 
to  strengthen  it  and  to  be  sure  that  it  continues  to  be  the  success- 
ful promotion  instrument  that  it  has  been. 

I  discussed  this  only  yesterday  with  the  Secretary,  and  his  per- 
sonal commitment  is  very  clear  in  that  regard. 

I  should  also  note  that  behind  much  of  the  debate  about  the  pro- 
gram, there  are  two  very  distinct  objectives  that  are  reflected. 

First  of  all,  the  question  is  often  posed  as  to  whether  MPP  should 
be  primarily  used  for  introducing  new  products  or  firms  into  export 
markets.  Alternatively,  we  have  the  question  of  whether  the  pro- 
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gram  should  be  used  principally  to  maximize  the  exports  achieved 
per  dollar  expended.  These  are  different  goals.  In  many  ways,  they 
are  compatible  but  not  in  all  cases. 

The  legislation  itself  speaks  of  a  program  which  will  encourage 
the  development,  maintenance,  and  expansion  of  commercial  export 
marketing  for  agricultural  commodities. 

On  this  basis,  the  implementation  of  the  program  over  the  years 
that  we  have  strived  for  has  stressed  the  second  of  those  two  objec- 
tives. At  the  very  same  time,  the  Department  has  undertaken 
many  changes  in  an  effort  to  make  the  program  more  user  friendly 
to  small  and  medium  businesses.  Especially  this  year  in  light  of  the 
report  language  that  was  attached  to  the  fiscal  year  1993  appro- 
priation, we  have  strengthened  this  effort  to  bring  in  more  small- 
and  medium-term  businesses.  And,  indeed,  we  have  roughly  150 
additional  applications  from  firms  of  those  sizes. 

Let  me  turn  now  to  some  of  the  specific  suggestions  that  have 
been  made.  We  hear  a  lot  about  additionality.  Additionally  has  ba- 
sically two  aspects.  First  of  all,  results  in  terms  of  growth  of  ex- 
ports but,  second,  also  additionality  in  a  sense  that  more  promotion 
money  is  being  spent  than  would  otherwise  be  the  case.  I  think 
that  the  testimony  we  presented  in  writing  today  and  in  previous 
hearings  amply  substantiates  that  the  program  has  contributed 
additionality  in  terms  of  exports. 

The  second  area  of  whether  additionality  in  proposal  funding  is 
being  achieved  in  respect  to  the  contributions  of  individual  coun- 
tries, we  address  in  the  specific  evaluation  of  the  proposals  that 
come  in  to  us  and  the  contribution  of  the  individual  firms  is  an  im- 
portant part. 

Another  issue  that  is  very  important  is  graduation  and  the  De- 
partment, indeed,  has  a  graduation  policy. 

We  graduate  the  firms  that  are  unsuccessful  in  achieving  the  re- 
sults of  their  proposals  and  initiatives  they  tell  us  they  will 
achieve. 

Graduation  is  a  very  difficult  issue.  Clearly  we  can  focus  on  grad- 
uating large  firms  after  a  short  number  of  years  as  an  option.  How- 
ever, in  the  case  of  smaller  firms,  it  is  often  much  harder  for  them 
to  maintain  the  same  level  of  promotion  after  graduation  that  they 
have  achieved  through  the  use  of  our  program. 

We,  however,  will  be  looking  at  graduation  very  carefully. 

I  have  mentioned  several  times  our  efforts  to  make  the  program 
more  user  friendly  to  small  businesses.  A  couple  of  the  things  that 
we  have  done  this  year  include  working  through  the  State  and  re- 
gional trade  groups  that  we  finance.  We  have  increased  their  fund- 
ing by  roughly  $6  million  this  year.  About  80  percent  of  the  pro- 
grams that  they  initiated  last  year  went  to  small  businesses.  And 
the  same  is  true  roughly  in  terms  of  numbers  this  year. 

We  have  also,  through  them,  initiated  a  $100,000  seminar  pro- 
gram to  explain  and  promote  the  program  to  the  small  businesses. 
In  that,  we  reached  1,300  people  in  44  States. 

Contributions  are  an  important  issue.  And  in  our  branded  pro- 
motion, we  do  require  a  50  percent  contribution  by  the  firms  that 
are  participating.  Under  generic  promotion,  contributions  are  also 
required,  although  at  a  lower  level. 
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We  will  have  much  more  information  on  the  issue  of  how  much 
firms  have  been  contributing  beyond  the  50  percent  level  as  a  re- 
sult of  a  survey  of  participants  that  is  currently  ongoing. 

I  want  to  stress,  in  summarizing,  that  we  recognize  the  various 
criticisms  and  suggestions  for  improvements  and  strengthening 
that  have  been  made  about  the  program.  We  feel  the  program  has 
been  successful.  We  want  it  to  continue  to  be  successful. 

And  as  we  look  around  the  world,  we  see  that  what  we  need  is 
a  program  that  is  constantly  flexible  and  changing,  a  program  that 
can  adapt  to  the  new  kinds  of  markets  that  several  of  the  attaches 
participating  in  our  annual  group  consultations  ascribed  to  me, 
markets  in  South  Asia,  which  are  growing  by  10  and  7  percent  in 
very  dynamic  economies. 

We  also  need  a  program  that  can  adapt  quickly  and  a  program 
that  can  meet  the  needs  of  a  wide  variety  of  commodities  with  dif- 
ferent attributes  in  a  wide  variety  of  markets,  again,  with  many 
different  attributes.  And  what  works  well  in  one  market  will  not 
necessarily  work  well  in  another. 

In  that  regard,  I  want  to  close  with  two  points:  First,  the  need 
for  ongoing  dialog  with  this  committee  as  well  as  with  the  program 
participants  and  those  who  want  to  participate  in  the  program;  and 
also  the  need  in  terms  of  legislation  to  maintain  enough  flexibility 
so  that  we  can  avoid  constraints  that  will  prohibit  us,  or  prevent 
us,  from  reacting  to  these  quick  shifts  in  markets  and  enable  us 
to  continue  to  use  a  variety  of  different  approaches  for  different 
commodities  and  markets  as  we  do  the  best  job  we  can  to  promote 
U.S.  exports. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Goldthwait  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Penny.  Thank  you  Chris. 

Allan,  you  may  proceed. 

STATEMENT  OF  ALLAN  I.  MENDELOWITZ,  DIRECTOR,  INTER- 
NATIONAL TRADE,  FINANCE,  AND  COMPETITIVENESS  IS- 
SUES, GENERAL  GOVERNMENT  DIVISION,  U.S.  GENERAL  AC- 
COUNTING OFFICE 

Mr.  Mendelowitz.  Mr.  Chairman,  I  will  be  happy  to  read  a 
short  statement  and  submit  the  full  statement  for  the  record. 

Mr.  Penny.  Without  objection. 

Mr.  Mendelowitz.  And  as  always,  I  am  accompanied  by  the  able 
GAO  staff  who  did  the  audit  work  on  this  program. 

The  market  promotion  program  was  created  to  encourage  exports 
of  U.S.  agricultural  products.  In  fiscal  year  1986  through  1993, 
over  $1.25  billion  was  authorized  for  MPP  and  its  predecessor,  the 
TEA  program.  The  MPP  operates  through  not-for-profit  associa- 
tions that  either  run  the  market  promotion  programs  themselves  or 
pass  the  funds  along  to  commercial  firms. 

About  60  percent  of  MPP  funds  now  go  to  generic  promotions  and 
the  balance  for  brand  name  promotions. 

The  MPP  has  had  some  successes — as  we  have  discussed — in  the 
past,  such  as  the  beef  promotion  program  in  Japan.  And  while  the 
Foreign  Agricultural  Service  has  made  changes  and  taken  steps  to 
focus  and  tighten  requirements  for  program  funding,  problems  re- 
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main;  and  we  believe  that  additional  changes  need  to  be  made  to 
the  program  to  make  it  more  effective  and  to  address  the  problem 
areas. 

First,  FAS  has  not  designed  the  program  to  ensure  that  MPP 
funds  increase  the  overseas  promotional  activities  of  commercial 
firms  participating  in  the  program  rather  than  simply  replacing  the 
funds  that  would  have  been  spent  anyway. 

FAS  does  not  require  commercial  firms  to  demonstrate  that  MPP 
funds  will  be  used  to  increase  commercial  activities.  The  lack  of 
such  a  requirement  affords  firms  the  opportunity  to  substitute 
MPP  funds  for  promotional  expenditures  they  would  have  probably 
undertaken  anyway. 

FAS  has  no  way  of  knowing  to  what  extent  this  practice  may  be 
occurring.  We  believe  that  participation  of  the  firms  in  the  program 
with  significant  prior  export  experience  and  with  multimillion  dol- 
lar advertising  budgets  suggests  that  greater  controls  over  program 
participation  are  needed. 

Other  Government  incentive  programs  restrict  the  provision  of 
Government  assistance  to  covering  those  expenses  that  are  greater 
than  previous  expenditure  levels. 

For  example,  the  research  and  development  tax  expenditure 
credit  provides  a  20-percent  tax  credit  for  certain  expenditures,  but 
only  to  the  extent  that  current  year  expenditures  exceed  the  an- 
nual payment  in  the  specified  base  period.  The  base  period  for  the 
credit  is  generally  the  average  amount  of  the  prior  3  years'  expend- 
itures. No  such  criteria  exists  for  MPP. 

Second,  FAS  lacks  criteria  regarding  the  length  of  time  commer- 
cial firms  can  remain  in  the  program  or  the  circumstances  under 
which  these  firms  should  assume  the  sole  responsibility  for  their 
export  promotion  activities.  And  this  is  true  both  with  respect  to 
successful  and  unsuccessful  promotion  efforts. 

When  a  firm  is  successful,  one  would  expect  that  after  receiving 
Government  assistance  to  enter  a  market,  at  some  point  the  reve- 
nue in  that  market  should  justify  the  continuation  of  a  promotion 
effort  based  on  the  profits  and  resources  available  to  the  company 
undertaking  the  promotion. 

Third,  FAS  has  not  identified  the  circumstances  under  which  for- 
eign firms  can  participate  in  the  program,  nor  established  objec- 
tives for  including  small-  and  medium-sized,  and  new-to-export 
firms  in  the  program. 

And,  fourth,  FAS  relied  on  unverified  data  regarding  the  U.S. 
content  and  processing  of  products  in  allocating  MPP  funds. 

FAS  is  required  to  evaluate  the  effectiveness  of  MPP.  In  the  past, 
FAS  has  attempted  to  do  so  by  linking  MPP-funded  promotional  ef- 
forts to  increased  exports. 

However,  to  fully  evaluate  the  program,  FAS  must  also  be  able 
to  show  that  successful  market  promotion  efforts  would  not  have 
been  undertaken  without  MPP  funding.  And  just  asking  past  re- 
cipients whether  they  would  have  undertaken  their  promotional  ef- 
forts if  they  had  not  received  MPP  funding,  is  not  necessarily  the 
best  way  to  go  about  undertaking  such  a  study.  Experts  in  ques- 
tionnaire methodology  advise  me  that  posing  such  questions  to  past 
recipients  of  Government  programs  tends  to  get  respondents  to 
yield  answers  that  are  self-serving.  If  you  got  money  from  the  pro- 
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gram  in  the  past  and  you  are  asked,  "Did  this  money  really  make 
a  difference?"  and  you  know  that  whether  the  program  is  going  to 
get  funded  in  the  future  is  going  to  be  influenced  by  your  answer, 
you  are  going  to  tend  to  be  much  more  generous  toward  the  impor- 
tance of  the  program. 

Last,  FAS  officials  told  us  they  see  a  conflict  between  MPP's  pri- 
mary objective  to  increase  exports  and  the  Appropriation  Commit- 
tees' 1993  direction  regarding  the  types  of  firms  and  products  to  be 
served  by  MPP. 

Congress  may  wish  to  clarify  its  intent  in  this  regard  by  amend- 
ing the  MPP's  authorizing  legislation  and  to  remove  that  perceived 
conflict  on  the  part  of  FAS. 

This  completes  my  summary  statement,  and  I  will  be  happy  to 
try  to  answer  any  questions  that  you  may  have. 

[The  prepared  statement  of  Mr.  Mendelowitz  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Penny.  We  appreciate  your  assistance  this  morning. 

I  want  to  accommodate  Mr.  Condit,  who  is  not  a  member  of  the 
subcommittee  but  who  has  an  interest. 

Mr.  Condit.  Thank  you  Mr.  Chairman. 

I  would  like  consent  to  enter  a  statement  into  the  record  and 
make  a  public  comment  that  you  and  I  have  spoken  to.  Further- 
more, that  I  am  willing  to  work  with  you  on  MPP  for  whatever  im- 
provements we  are  able  to  make  and  finally  commend  you  for  hold- 
ing the  hearing. 

I  also  must  apologize,  I  am  chairing  a  subcommittee  that  is  going 
on  right  now,  therefore,  regretfully  I  have  to  leave,  but  I  will  try 
to  return  to  the  hearing. 

I  also  want  to  make  a  comment  about  GAO.  We  had  written 
GAO  in  April  of  1992  and  asked  them  to  give  us  some  estimated 
costs  on  the  audits  they  are  conducting  on  the  MPP.  We  haven't 
received  an  answer  yet. 

The  subcommittee  I  chair  will  be  calling  you  and  asking  for  re- 
view of  MPP  as  well.  I  would  like  to  remind  you  that  we  are  going 
to  be  looking  for  those  estimated  costs;  and  if  you  could  get  those 
to  us  in  advance,  we  would  appreciate  it  very  much. 

Mr.  Chairman,  I  again  would  like  to  emphasize  that  we  are  com- 
mitted to  working  with  you  on  this  issue.  I  apologize  for  interrupt- 
ing this  hearing,  but  I  do  wish  to  go  on  record  as  being  cooperative 
as  to  express  on  record  my  interest  and  cooperation  in  this  matter. 

Mr.  Penny.  Thank  you,  Mr.  Condit. 

[The  prepared  statement  of  Mr.  Condit  follows:] 
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STATEMENT 
BY 
CONGRESSMAN  GARY  A.  CONDIT 

HOUSE  SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  AND  HUNGER 

JUNE  23,  1993 

I  want  to  thank  Mr.  Penny  for  holding  this  important  hearing 
on  the  Market  Promotion  Program.   I  look  forward  to  working  with 
him  on  this  issue  during  the  103rd  Congress. 

As  I  have  mentioned  in  previous  testimony  to  the  Committee,  as 
well  as  on  the  House  floor,  the  Market  Promotion  Program  (MPP) ,  has 
come  under  attack  over  the  last  few  months  both  in  Congress  and  the 
press.   While  I  agree  with  the  Chairman's  concern  with  the 
management  of  the  program,  I  believe  that  too  much  emphasis  (for 
reasons  of  cutting  the  program)  has  been  placed  on  this  problem.   I 
fail  to  understand  why  MPP  success  stories  have  not  been  promoted 
and  why  the  development  of  the  program  has  not  been  addressed.   I 
would  like  to  provide  for  the  public  record  and  for  the  benefit  of 
other  members  of  the  House  Agriculture  Committee  background  on  how 
the  program  fits  into  U.S.  agricultural  and  trade  policy  and  why  it 
is  important  that  it  be  maintained. 

Agricultural  exports  account  for  production  on  about  one  in 
three  acres  in  the  United  States  and  account  for  about  $40  billion 
in  sales."  Agriculture  provides  a  positive  balance  of  payments  in 
the  U.S.  trade  account  of  approximately  $17  billion.   When  exports 
were  growing  the  U.S.  was  able  to  bring  productive  acreage  back 
into  use.   However  when  export  growth  slowed,  it  became  necessary 
to  take  acreage  out  of  production  in  order  to  limit  build-up  of 
large  price-depressing  inventories  and  government  outlays. 
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Future  growth  in  U.S.  agriculture  depends  on  export  expansion. 
Since  U.S.  population  growth  is  projected  at  a  rate  less  than  the 
growth  in  agricultural  productivity,  we  will  continue  to  face  the 
need  to  take  resources  out  of  production  if  a  growing  commercial 
export  market  is  not  available.   The  expansion  of  agricultural 
exports  is  critical  for  related  sectors  of  the  U.S.  economy.   Each 
dollar  of  agricultural  exports  generates  an  additional  $1.59  in 
supporting  economic  growth  in  related  sectors.   Every  $1  billion  in 
agricultural  exports  maintains  27,000  jobs. 

The  performance  of  an  industry  is  measured  by  its  market  share 
and  U.S.  agriculture  has  been  losing  ground  in  the  the  bulk  and 
value  added  markets.   World  trade  in  bulk  agriculture  commodities 
has  averaged  around  $70  to  $75  billion  dollars  for  the  last  10 
years,  about  $10  billion  below  the  1980-81  peak.   However  during 
this  period  the  U.S.  share  has  declined  from  35  percent  to  29 
percent. 

World  trade  in  value  added  agricultural  commodities  during  the 
last  ten  years  has  gone  from  around  $94  billion  to  nearly  $140 
billion.   However,  our  market  share  declined  through  the  first  half 
of  the  1980 's  and  has  only  recently  rebounded  to  the  levels  a 
decade  ago.   In  fact,  the  rebound  in  market  share  of  both  bulk  and 
value  added  commodities  is  a  direct  result  of  the  changes  in  U.S. 
agricultural  and  trade  policies  that  have  been  put  into  effect 
since  1985. 

Reversing  the  decline  in  the  market  share  would  have  been  far 
more  difficult  without  the  MPP,  which  has  allowed  U.S.  agriculture 
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to  aggressively  promote  its  products  in  international  markets.   The 
reality  is  that  the  U.S.  has  a  one-third  share  of  a  world  bulk 
trade  market  that  has  declined  in  value.   At  the  same  time  it  has 
been  unable  to  expand  its  share  of  the  world  value  added  market 
which  has  grown  by  nearly  50  percent  over  the  last  10  years  and  now 
represents  two-thirds  of  total  world  agriculture  products. 

To  be  successful  in  the  foreign  market,  two  things  are 
required.   First,  the  industry  must  be  economically  competitive, 
and  we  are.   Second,  the  policies  and  programs  must  also  be 
competitive,  and  this  is  where  we  fail.   The  level  of  internal 
government  support  is  well  below  that  of  our  major  competitor  the 
European  Community.   In  terms  of  budget  expenditures  for 
agricultural  support,  U.S.  farmers  are  currently  receiving  only 
one-third  of  the  over  $30  billion  level  of  direct  support  enjoyed 
by  farmers  within  the  European  Economic  Community  (EEC) .   This  does 
not  include  the  implicit  subsidy  that  consumers  in  the  EEC  pay  as  a 
result  of  policies  to  keep  domestic  prices  well  above  world  price 
levels.   To  move  excess  productions  created  by  such  high  internal 
prices,  the  EEC  uses  $9  to  $10  billion  of  their  expenditures  to 
subsidize  exports.   This  is  about  5  times  that  of  the  United 
States. 

Since  1985,  U.S.  agricultural  policy  has  moved  toward  a  more 
market  oriented  system  with  less  government  price  support,  more 
assistance  to  meet  the  competition  in  the  export  market,  and 
expanded  promotion  assistance  to  help  open  markets.   Three  major 
programs  were  implemented,  including:  (1)  Marketing  loan  program, 
(2)  Export  Enhancement  Program  (EEP),and  (3)  Market  Promotion 
Program  (MPP) .   Each  of  these  had  a  specific  purpose. 
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The  marketing  loan  program  was  a  way  in  which  price 
competition  could  be  met  for  those  commodities  priced  out  of  the 
international  market  because  of  our  internal  price  supports.   The 
EEP  was  designed  to  directly  meet  the  export  subsidies  of  the  EEC 
for  those  commodities  facing  direct  subsidies  by  our  competitors. 

The  Market  Promotion  Program  (MPP)  was  designed  to  assist  in 
the  promotion  of  U.S.  agricultural  products,  both  bulk,  and 
value-added.   While  marketing  loans  and  EEP  help  penetrate  the 
market  from  the  outside,  the  MPP  was  designed  to  penetrate  from  the 
inside.   By  making  foreign  consumers  aware  of  the  guality  and 
competitive  price  of  U.S.  food  and  agricultural  products,  exporters 
could  penetrate  markets  where  barriers  have  been  difficult  to  break 
down. 

With  continued  reductions  in  U.S.  government  price  and  income 
supports  and  the  growing  impediments  to  trade  imposed  by  foreign 
governments,  the  MPP  has  taken  on  added  importance.   The  program  is 
a  cost-sharing  partnership  between  the  U.S.  government  and  the 
private  sector  to  help  expand  export  markets  for  U.S.  agricultural 
commodities  and  provide  for  increased  sales  and  farm  income. 

Based  on  the  Dunkel  text  of  a  GATT  proposal  presently  on  the 
table,  the  MPP  would  be  considered  non-trade  distortive,  or  in  the 
so-called  "green  box"  of  acceptable  policies.   A  successful  GATT 
agreement  from  the  U.S.  perspective  will  be  based  on  convincing  the 
rest  of  the  world,  particularly  the  EEC,  that  the  U.S.  is  serious 
about  establishing  fair  trade  and  has  the  political  resolve  to 
establish  its  position  in  world  trade.   The  world  reacts  to  what 
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the  U.S.  does,  not  what  it  says. 

Any  retrenchment  in  support  for  major  export  initiatives  that 
were  put  in  place  to  demonstrate  U.S.  determination  regarding 
agricultural  trade  reform  will  be  interpreted  as  a  weakening  in 
political  support.   A  reduction  in  financial  support  for  MPP  would 
be  a  ciear  signal  to  the  EEC,  and  others  that  their  best  strategy 
would  be  to  prolong  the  negotiations  and  wait  for  further  erosion 
in  the  U.S.  position. 

It  doesn't  matter  if  you  are  a  large  company  or  a  small 
company,  marketing  food  and  agricultural  products  internationally 
is  a  risky  business  particularly  when  the  competition  is  generally 
set  by  government  policy  rather  than  comparative  advantage.   By 
providing  assistance  through  promotion  of  U.S.  agricultural 
production,  we  do  two  things.   First,  we  help  make  it  less  risky 
for  companies  to  move  into  new  markets  more  quickly  than  perhaps 
they  would  otherwise  and,  second,  we  tie  them  to  using  U.S. 
agricultural  production  as  opposed  to  foreign  sourcing. 

How  does  MPP  work?   The  MPP  is  a  cost-sharing  program  in 
partnership  with  the  private  sector.   The  Foreign  Agricultural 
Service  (FAS)  of  USDA  provides  cost-share  assistance  to  eligible 
trade  organizations  for  promotion  activities  which  can  take  on 
various  forms  such  as  advertising,  in-store  promotions,  or  foreign 
market  research.   The  current  funding  level  is  $148  million,  or 
about  one  half  of  one  percent  of  the  value  of  U.S.  agricultural 
exports,  and  only  2  percent  of  the  export  subsidies  the  EEC 
provides  its  agricultural  sector. 


20 


Is  branded  promotion  necessary?   Yes.   Branded  promotion  works 
well  as  part  of  the  overall  market  promotion  program.   When  brands 
are  promoted  that  represent  value  added  U.S.  agricultural 
production,  the  benefits  are  tied  directly  back  to  expanded  sales 
of  U.S.  produced  commodities.   In  addition,  teaming  up  with 
companies  and  brands  that  contain  U.S.  source  production  as  the 
primary  ingredient  ties  the  company  closer  to  U.S.  production  as 
their  raw  materials  source.   This  serves  as  a  deterrent  to 
countries  always  looking  to  switch  to  competitive  sources  on  the 
slightest  price  shift. 

Then  why  have  generic  promotion?  Branded  and  generic 
promotions  go  hand  in  hand.   U.S.  agriculture  has  a  good  story  to 
tell  about  the  quality  and  price  of  U.S.  farm  products.   Promoting 
this  through  generic  efforts  educates  consumers  about  the  quality 
and  availability  of  abundant  and  reasonably  priced  U.S.  foods. 
Many  of  these  items  may  be  unavailable  to  them  because  of  various 
foreign  government  interventions.   Thus,  branded  and  generic 
promotion  complement  each  other  and  provide  U.S.  taxpayers  and  U.S. 
agriculture  with  a  effective  industry /government  partnership.   It 
is  an  effective  partnership  which  promotes  growth  in  a  U.S. 
industry  which  has  a  comparative  advantage  over  the  rest  of  the 
world,  but  is  unable  to  exercise  that  advantage  due  to  trade 
distortions  and  restrictions  imposed  by  foreign  governments. 

Has  MPP  been  successful?  By  any  measure  the  program  has  been 
a  success.   While  it  has  come  under  criticism  recently  in  some 
highly  publicized  attacks  by  those  who  do  not  believe  that 
government  partnership  with  industry  helps  penetrate  foreign 
markets  through  promotion,  the  facts  do  not  warrant  the  criticism. 
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Quite  the  contrary.   The  facts  point  to  a  highly  successful 
program. 

USDA's  final  Regulatory  Impact  Analysis  of  MPP  indicated  that 
the  total  increase  in  U.S.  agricultural  exports  attributable  to 
program  funding  over  the  1986  to  1988  period  ranged  from  $2  to  $7 
for  eaoh  dollar  of  funding.   In  other  words,  a  $200  million  program 
could  result  in  a  net  increase  in  exports  of  $4  00  million  to  $1.4 
billion.   This  level  of  export  would  provide  11,000  to  38,000  jobs 
and  generate  an  additional  $636  million  to  $2.23  billion  in  related 
economic  activity. 

The  Market  Promotion  Program  promotes  AMERICAN  food  and 
AMERICAN  farm  products,  not  individual  company  names.   Companies 
and  industries  put  up  funds  and  MPP  provides  matching  funds  for 
certain  promotional  expenses.   It  is  a  fact  that  for  American 
farmers  to  compete  and  win  in  global  markets,  we  must  promote 
branded  products.   We  must  continue  the  expansion  of  U.S. 
agricultural  exports  or  we  will  fail  as  the  bread  basket  of  the 
world. 

I  appreciate  the  opportunity  to  give  additional  evidence  for 
this  worthwhile  program.   I  also  look  forward  in  continuing  and 
leading  the  task  to  promote  and  expand  agriculture  export  programs 
for  the  American  farming  community. 
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Mr.  Penny.  Chris,  you  mentioned  80  percent  of  the  assistance 
under  MPP  went  to  high-value  commodities. 

Could  you  give  us  a  definition  of  "high-value"?  In  our  debate  on 
this  issue  in  the  past,  we  have  often  distinguished  between  high- 
value  products,  which  tend  to  be  fruits  and  vegetables,  and  value- 
added  products,  which  tend  to  be  processed  commodities. 

Do  you  lump  them  together  for  purposes  of  your  definition  in  this 
program? 

Mr.  Goldthwait.  Yes,  we  do. 

Mr.  Penny.  Do  you  have  any  kind  of  a  breakout  as  to  what  por- 
tion of  the  assistance  goes  to  a  high-value  item  as  opposed  to  a 
value-added  processed  item? 

Mr.  Goldthwait.  Let  me  ask  Mr.  Mackie  if  he  has  a  more  pre- 
cise number  than  mine. 

Mr.  Mackie.  Mr.  Chairman,  we  can  review  the  allocations  and 
come  up  with  a  more  precise  breakdown  for  you. 

But  most  of  the  funding  goes  to  what  we  call  the  consumer-ori- 
ented portion  of  our  exports,  which  includes  the  fruits,  vegetables, 
and  meat  products  and  items  of  that  type  that  are  ready  for  con- 
sumption, as  well  as  processed  canned  goods  and  things  of  that  na- 
ture. 

Mr.  Penny.  Well,  to  me,  the  distinction  is  important  from  the 
standpoint  that  with  the  value-added  items,  there  is  another  level 
of  employment  here  in  the  domestic  economy  that  is  benefited  from 
those  sales.  Both  are  important;  but  with  the  processed  item,  we 
have  more  than  just  the  producer  that  stands  to  benefit  from  that 
export.  And  I  would  appreciate  it  if  you  could  provide  some  break- 
out that  makes  that  distinction. 

Mr.  Mackie.  We  can  do  that,  sir. 

[The  information  follows:] 

For  fiscal  year  1993,  market  promotion  for  processed  products  was  55.3  percent. 

Mr.  Penny.  I  also  note  that  in  your  testimony,  Chris,  you  are  re- 
luctant to  endorse  any  kind  of  a  time  limit  on  how  long  a  firm  can 
get  a  subsidy  for  a  given  market. 

In  my  review — and  I  think  it  might  be  from  GAO  sources — there 
are  about  10  or  11  percent  of  the  contracts  that  are  extended  be- 
yond— to  date  that  have  been  extended  beyond  the  5-year  time- 
frame. 

But  it  appears  that  that  involves  about  65  percent  of  your  annual 
allocation.  Am  I  correct  in  those  statistics? 

And  if  so,  what  can  you  tell  me  about  the  nature  of  those  con- 
tracts and  why  so  few  firms  in  the  program  for  such  a  length  of 
time  would  be  eating  up  such  a  big  chunk  of  the  annual  budget? 

Mr.  Goldthwait.  Well,  the  reluctance  to  endorse  a  particular 
timeframe  goes  back  to  the  fact  that  it  is  very  difficult  to  say  where 
in  the  process  of  market  promotion  a  particular  activity  can  become 
self-sustaining. 

In  addition,  the  conditions  for  market  promotion  from  one  coun- 
try to  another  country  vary  greatly  with  the  structure  of  the  mar- 
keting system  within  that  country,  with  the  previous  acquaintance 
with  the  kinds  of  products  that  we  are  trying  to  promote  there  with 
respect  to  the  large  share. 

So  it  becomes  very  difficult  to  say  that  after  5  years  every  firm 
should  be  graduated  or  every  organization  should  be  graduated. 
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With  respect  to  the  large  number  of  recipients  that  continue  in 
the  program  with  very  substantial  resources,  I  think  your  figures 
are  roughly  correct.  These  are  the  firms  that  are  doing  generic  pro- 
motion, by  and  large,  the  trade  organizations  that  are  doing  ge- 
neric organization. 

And,  indeed,  as  they  operate,  they  are  within  the  overall  budget 
shifting  these  resources  from  market  to  market  and  from  market 
segment  to  market  segment.  So  as  we  review  their  programs  annu- 
ally, we  have,  in  fact,  seen  fit  to  continue  fairly  significant  levels 
of  funding  for  them. 

Mr.  Penny.  So  while  we  may  be  dealing  with  the  same  firm, 
there  may  be  a  shift  in  the  emphasis  of  the  program? 

Mr.  Goldthwait.  Shifts  in  the  emphasis  of  the  problems,  shifts 
in  the  countries  that  are  targets  and 

Mr.  Penny.  And  even  though  they  may  have  been  in  for  more 
than  5  years,  it  is  not  fair  to  say  that  they  are  using  the  money 
in  the  same  market  each  of  those  5  years? 

Mr.  Goldthwait.  That  is  correct. 

Mr.  Penny.  And  this  is  largely  generic  programs  that  have  been 
in  the  program  for  that  length  of  time?  You  gave  the  impression 
that  the  bulk  of  the  money  would  be  tied  to  generic  promotion  in 
those  instances  where  the  funds  are  used  for  more  than  a  5-year 
period. 

Mr.  Goldthwait.  In  these  particular  programs,  that  is  correct. 

Mr.  Penny.  Mr.  Mendelowitz,  you  shook  your  head  no  at  that 
last  answer.  Is  there  something  you  want  to  share? 

Mr.  Mendelowitz.  Yes,  I  meant  to  call  your  attention  to  the 
table  in  appendix  I  of  my  statement  where  we  list  out  the  number 
of  firms  who  have  been  in  the  program  for  various  periods  of  time. 

And  for  the  full  period  of  the  programs,  through  the  end  of  fiscal 
year  1992,  you  can  see  that  11  percent  of  the  firms  have  been  in 
the  program  for  5  or  more  years.  And  these  11  percent  of  the  firms 
accounted  for,  in  the  aggregate,  about  two-thirds  of  all  the  funds 
allocated  for  branded  promotions. 

That  table  did  not  refer  to  the  generic  portion  of  the  program.  It 
only  refers  to  the  branded  portion. 

Mr.  Mackie.  Mr.  Chairman. 

Mr.  Penny.  Mr.  Mackie. 

Mr.  Mackie.  If  I  could  comment  on  this  a  bit,  the  emphasis — you 
are  quite  right,  there  has  not  been  any  type  of  fixed  time  limit  on 
anyone's  participation  in  the  program,  whether  it  be  a  private  firm 
or  a  nonprofit  organization.  The  emphasis  has  been  on  the  effec- 
tiveness of  the  program  and  whether  or  not  there  has  been  a  rela- 
tionship with  increasing  exports  of  the  product.  That  is  considered 
in  the  allocation  of  the  funds  which  we  go  through  every  year. 

And  so  there  has  been  a  different  objective  here.  I  think  it  gets 
back  to  the  basic  question  of  whether  or  not  the  program's  empha- 
sis is  on  increasing  exports  or  whether  or  not  it  is  broadening  the 
base  of  firms  in  the  program. 

Mr.  Penny.  I  have  used  up  my  time,  and  so  I  will  get  back  with 
additional  questions  after  other  subcommittee  members  have  had 
a  chance  to  pursue  a  line  of  questioning. 

Mr.  Allard. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 
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And  I  have  a  number  of  questions  that  aren't  going  to  be  able 
to  be  covered  in  this  brief  period  of  time.  So  I  will  ask  that  they 
be  submitted,  and  maybe  you  can  give  us  a  written  response  back 
for  the  record  if  you  would  please. 

[The  information  follows:] 
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SUBMISSION  OF  Q  AND  A'S 

SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  AND  HUNGER 
REVIEW  OF  REVISIONS  NECESSARY  TO  IMPROVE  EFFECTIVENESS  OF  THE 

MARKET  PROMOTION  PROGRAM 

QUESTIONS  FOR  USDA  WITNESSES 

June  23,  1993 

Marketing  Operations  Staff 

Commodity  and  Marketing  Programs 

Foreign  Agricultural  Service 


Please  find  attached  FAS'  answers  to  questions  raised  during 
the  Committee's  June  23,  1993,  hearing  on  the  Market  Promotion 
Program. 

Answers  to  questions  8  and  9  submitted  to  FAS  by  the 
Committee  are  still  outstanding,  and  we  will  have  them  forwarded 
to  you  as  soon  as  possible. 
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JUNE  23, 1W3 

SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  AND  HUNGER 

REVIEW  OF  REVISIONS  NECESSARY  TO  IMPROVE  EFFECTIVENESS  OF  THE 

MARKET  PROMOTION  PROGRAM 

QUESTIONS  FOR  WITNESSES 

USDA 

1.        The  purpose  of  the  Market  Promotion  Program  (MPP)  is  to  encourage  the 
development,  maintenance,  and  expansion  of  commercial  export  markets  through  cost- 
share  assistance  to  trade  organizations.  The  goals  arc  to  counter  unfair  trade  practices 
and  to  increase  US.  exports.  Please  compare  the  amounts  spent  by  the  U.S.  and  other 
countries  on  similar  efforts,  including  the  European  Community. 

1  How  many  organizations  receive  funding  through  MPP?  How  docs  this  compare 
with  prior  years?  What  is  the  average  length  of  time  of  receipt  of  MPP  funds-  realizing 
that  the  program  was  first  authorized  in  the  1985  Farm  Bill? 

3.  The  law  requires  that  USDA  give  priority  funding  of  MPP  to  those  commodities 
injured  by  unfair  trading  practices  of  foreign  countries.  Please  give  me  some  examples  of 
such  unfair  trading  practices? 

4.  I  am  informed  that  in  1991  small  businesses  accounted  for  84%  of  the  287  firms 
participating  in  MPP.  What  is  the  comparable  figure  for  1993? 

5.  What  is  the  effect  of  MPP  on  agriculture  exports?  (From  1986  to  1988  increases 
in  agricultural  exports  attributable  to  targeted  export  programs  ranged  from  $2  to  $7  for 
every  $1  of  program  funding.) 

6.  What  effect  does  MPP  have  on  the  export  of  high-value  products?  How  does  the 
U.S.  compare  to  the  European  Community  on  shares  of  the  world  market  of  high-value 
products?  (In  1990  the  U.S.  had  14%  of  the  world  market  of  high-value  products  and 
the  EC  had  24%—not  including  internal  EC  trade.) 

7.  Please  describe  the  importance  of  branded  advertising  as  a  part  of  MPP?  How  do 
other  countries  operate  export  promotion  programs  and  is  branded  advertising  a  part  of 
those  programs? 

8.  In  your  view,  what  would  be  the  effect  of  requiring  by  law  that  branded  products 
contain  at  least  50%  U.S.  commodities?  How  about  75%? 

9.  There  have  been  suggestions  that  MPP  funding  be  limited  to  no  more  than  50% 
of  the  amount  a  participant  spends  on  promoting  a  specific  product  in  a  specific  country. 
What  effect  would  this  have  on  MPP  and  commodity  groups  now  participating  in  MPP? 
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MARKET  DEVELOPMENT  EXPENDITURES  BY  THE  U.S  AND  OTHER  COUNTRIES 

Question:   The  purpose  of  the  Market  Promotion  Program  (MPP)  is 
to  encourage  the  development,  maintenance,  and  expansion  of 
commercial  export  markets  through  cost -share  assistance  to  trade 
organizations.   The  goals  are  to  counter  unfair  trade  practices 
and  to  increase  U.S.  exports.   Please  compare  the  amounts  spent 
by  the  U.S.  and  other  countries  on  similar  efforts,  including  the 
European  Community. 

Answer:   Total  promotion  expenditures  by  European  Community  (EC) 
"National  Food  Trade  Promotion  Organisations"  for  1990  are 
estimated  at  over  $426  million,  but  this  figure  includes  domestic 
and  international  promotional  efforts.   Table  1  (attached) 
provides  a  description  of  selected  EC  members'  objectives  in 
overseas  market  development.   The  table  below  depicts  the  foreign 
component  of  promotional  programs  for  selected  EC  countries  in 
1990: 

EC  Expenditures1  on  Foreign  Market  Development  in  1990 

Country  U.S.  $  Millions 

United  Kingdom  $    9.6 

Germany  19.9 

France  69 . 6 

Spain  102.0 

Belgium  4.5 

Denmark  5 . 4 

Ireland  5 . 4 

Netherlands  81.6 

Total  $   29  8.0 


The  Government  expenditures  on  foreign  market  development 
programs  by  the  EC  in  1990,  for  only  the  eight  countries  (listed 
above)  exceeded  U.S.  Government  outlays  by  $98.9  million.   U.S. 
Government  expenditures  for  the  Targeted  Export  Assistance  and 
Cooperator  Programs  for  1990  are  listed  below: 


'Foreign  Market  Development  expenditures  for  selected  EC 
member  countries.   Source:   Nicholls,  J.R.,  Sargent,  M. J. , 
Kloster,  B.I.,  "National  Food  Trade  Promotion  Organisations  in 
the  European  Community",  University  of  Bath  publication. 
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U.S.  Expenditures2  on  Foreign  Market  Development  in  1990 

Program  U.S.  $  Millions 

Targeted  Export  Assistance       166.0 
Cooperator  Program  30.1 

Total  $  199.1 


Australia 

In  the  1989/90  marketing  year,  Australia  spent  a  total  of  $146.9 
million  on  export  promotion  efforts  for  wool  and  $19.5  million  on 
beef  and  lamb  export  development  programs.   Australian  Government 
grants  of  $4.5  million  were  given  to  assist  rural  industries  to 
locate  export  markets  for  value  added  products. 

New  Zealand 

New  Zealand's  export  promotion  is  carried  out  by  "marketing 
boards."   Direct  Government  promotion  is  handled  by  the 
Independent  Trade  Development  Board.   Funding  for  export 
promotion  of  agricultural  commodities  and  products  through  the 
boards  in  1990  is  listed  below: 

Organization  US$  Millions 

Trade  Development  Board3  $    24.4 

Horticulture  Export  Authority  0.1 

Dairy  Board  8 . 9 

Apple  and  Pear  Marketing  4.2 

Total  $    37.6 

Recently,  "The  Grocer"  Market  News  reported  that  the  New  Zealand 
Dairy  Board  spent  $100  million  in  foreign  markets  in  1992  on 
advertising  to  promote  the  Board's  products.   The  article 
indicated  that  New  Zealand  has  increased  exports  of  dairy 
products  by  42  percent  on  a  volume  basis  and  145  percent  on  a 
value  basis  over  the  past  ten  years. 


2U.S.  Government  share  of  expenditures  through  the  Commodity 
Credit  Corporation  for  the  Targeted  Export  Assistance  Program  and 
the  Foreign  Agricultural  Service  for  the  Cooperator  Program  in  FY 
1990. 

'includes  administrative  and  marketing  expenditures. 
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Canada 

Export  development  activities  in  Canada  are  managed  by  the 
Department  of  External  Affairs'  Program  for  Market  Development 
(PEMD)  and  the  Bureau  of  Agriculture,  Fish  and  Food  Products. 
PEMD's  "government- initiated"  and  "industry- initiated"  activities 
are  complemented  by  programs  managed  by  the  Provincial 
Governments  and  other  organizations  such  as  the  Canadian  Wheat 
Board  and  the  Canola  Council  of  Canada.   Total  Government 
expenditures  on  foreign  market  development  activities  were  $5.2 
million  in  Canadian  fiscal  year  1990/1991. 
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NUMBER  OF  PARTICIPANTS  IN  THE  MPP  AND  TEA  PROGRAMS 


Question:   How  many  organizations  receive  funding  through  MPP? 
How  does  this  compare  to  prior  years?  What  is  the  average  length 
of  time  of  receipt  of  MPP  funds --realizing  that  the  program  was 
first  authorized  in  the  1985  Farm  Bill? 

Answer:   In  1993,  66  organizations  received  allocations  under  the 
Market  Promotion  Program.   The  table  below  illustrates  how  this 
compares  to  participation  under  these  programs  in  prior  years. 

Table  2 

Targeted  Export  Assistance  and  Market  Promotion  Program 

Application  and  Funding  Summary  (1986-1993) 

($  Millions) 


FY  86 

TEA 

FY  87 

TEA 

FY  88 

TEA 

FY  89 

TEA 

FY  90 

TEA 

FY  91 

MPP 

FY  92 

MPP 

FY  93 
MPP 

Total 

Applications 

Received 

37 

57 

38 

62 

53 

52 

64 

77 

Total 

Funding 

Requested 

N/A 

N/A 

N/A 

355.4 

292.6 

321.0 

379.4 

349.2 

Total 

Funding 

Approved 

110.0 

110.0 

110.0 

200.0 

200.0 

200.0 

200.0 

147.7 

Total 

Applications 

Approved 

37 

50 

31 

50 

46 

47 

61 

66 

Regarding  the  average  length  of  time  of  receipt  of  MPP  funds, 
eligible  trade  organizations  submit  applications  to  the  Commodity 
Credit  Corporation  and,  essentially,  compete  for  the  amount  of 
funding  made  available  by  Congress  for  that  year.   As  a  result, 
an  eligible  organization  may  receive  an  allocation  of  MPP 
resources  one  year  but  may  or  may  not  receive  an  allocation  the 
next  year.   Generally,  MPP  participants  enter  into  "program 
agreements"  with  the  Commodity  Credit  Corporation  which  states 
that  the  organization  has  no  more  than  three  years  to  use  the 
total  allocation  received  in  any  one  year.  This  provision 
provides  for  some  flexibility  to  adapt  to  shifting  market 
development  priorities  overseas  or  to  adjust  programs  based  upon 
foreign  policy  considerations.   As  a  result,  the  participant  does 
not  necessarily  "lose"  the  funding  for  an  activity  which  it 
cannot  conduct  because  of  extraneous  circumstances.   However, 
after  the  three-year  period  the  balance  of  the  allocation  not 
expended  by  the  participant  will  revert  to  the  Treasury. 
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Priority  Funding  Based  Upon  Evidence  of  Unfair  Trade  Practices 

Question:   The  law  requires  that  USDA  give  priority  funding  of 
MPP  to  those  commodities  injured  by  unfair  trading  practices  of 
foreign  countries.   Please  give  me  some  examples  of  such  unfair 
trading  practices? 

Answer:   Examples  of  unfair  trade  practices  for  selected 
countries  and  products  are  described  below. 

European  Community 

U.S.  kiwi  exports  face  a  myriad  of  production  subsidies  and 
illegal  trade  practices  around  the  world.   In  the  EC,  kiwifruit 
is  one  of  the  alternative  crops  used  to  ease  the  EC's  burden  of 
intervention  on  wine  and  assist  certain  regions,  particularly 
France  and  Italy,  to  adjust  to  the  consequences  of  EC  wine  policy 
by  converting  grape  vineyards  to  kiwi  production.   Subsidies 
include  capital  grants  and  lump  sum  payments  for  up  to  30  percent 
of  conversion  and  improvement  costs.   Certain  farmers  can  further 
receive  preferential  loans  to  cover  start  up  costs  and  additional 
capital  grants  and  lump  sum  payments  of  up  to  25  percent  of  the 
aid  normally  payable  under  the  grape  vine  conversion  program. 

Also,  under  the  Integrated  Mediterranean  Program  (IMP) ,  farmers 
are  paid  for  the  conversion  from  conventional  surplus  crops  to 
alternative,  non- traditional  products  of  which  kiwi  is  one. 
Assistance  has  been  provided  for  the  grubbing  of  vineyards  in 
Italy,  France,  Greece,  and  Spain. 

Individual  states  within  the  EC  also  provide  assistance.   In 
Italy,  farmers  can  receive  grants  covering  35%  of  start  up  costs 
and  low  rate  loans  for  permanent  structures.   In  1991,  two  of 
world's  largest  cold  storage  facilities  were  built  using  EC  and 
Italian  funding,  to  the  benefit  the  kiwi  producers.   France 
provides  preferential  loans  covering  50%  of  the  cost  of  storage 
and  packing  facilities,  and  low  interest  rates  for  plantings.   If 
income  from  kiwi  vineyards  is  diverted  to  new  plantings,  national 
taxes  are  forgiven.   Italy  is  now  the  world's  largest  producer  of 
kiwifruit,  accounting  for  38%  of  world  production. 

The  American  Soybean  Association  Targets  MPP  Funds  at  EC  Markets 
Where  Unfair  Trade  Practices  Exist. 

The  American  Soybean  Association  (ASA)  documented,  and  the 
International  Trade  Policy  (ITP)  Division  of  FAS  verified,  that 
the  EC's  domestic  production  aids  and  crushing  subsidies  for 
soybeans  and  products  qualified  as  unfair  trade  practices  and 
that  exports  of  soybeans  and  products  were  adversely  affected  by 
the  existence  of  these  practices.   ASA's  MPP  programs  targeted 
Germany,  Spain,  Portugal  and  Greece  because  our  markets  in  these 
countries  were  negatively  affected  by  these  significant  unfair 
trade  practices. 
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Cotton  Production  in  the  European  Community  and  Turkey 

Two  countries  in  the  European  community  produce  raw  cotton: 
Greece  and  Spain.   A  well -documented  system  of  subsidies  for  most 
commodities,  including  cotton,  has  allowed  Greece  to  increase 
cotton  exports  more  than  four- fold  since  joining  the  Community. 
The  supports  afforded  by  the  EC  allowed  Greece  to  become  a  net 
exporter  in  ten  year's  time.   Geographic  and  climate  factors, 
coupled  with  trade  distorting  farm  supports,  have  allowed  Greece 
to  become  the  eighth  largest  supplier  of  cotton  to  the  EC  even 
though  Greece  grows  only  one  percent  of  the  world's  cotton. 
Turkey,  which  has  applied  for  EC  membership,  has  increased  its 
production  25  percent  over  the  past  ten  years.   Turkey  now 
produces  about  3  percent  of  world  cotton.   Given  sufficient 
incentives,  Turkey  could  expand  production  even  further. 

New  Zealand 

In  1991,  New  Zealand  growers  had  one  of  the  biggest  kiwifruit 
crops  in  history  and  began  to  dump  fruit  in  the  U.S.,  Japan,  and 
Europe.   In  May  1991,  the  California  Kiwifruit  Commission  filed 
an  anti-dumping  petition  to  the  U.S.  Department  of  Commerce 
(USDOC)  and  the  U.S.  International  Trade  Commission  (USITC) .  In 
May  1992,  both  the  USDOC  and  the  USITC  ruled  in  favor  of  the 
petition  and  established  a  98.6%  dumping  margin  on  all  New 
Zealand  kiwifruit  entering  the  United  States. 

Canada's  Western  Grain  Transportation  Act  (WGTA)  Cuts  U.S.  Pea 
Exports  to  India 

Canada  undercuts  U.S.  pea  prices  in  India  due  to  the  WGTA  and  the 
USA  Dry  Pea  and  Lentil  Council  (USADPLC) is  fighting  to  save  their 
biggest  market  by  using  MPP  funds  for  trade  servicing  and 
technical  assistance.   Through  increased  contact  with  Indian 
buyers  USADPLC  has  been  able  to  stress  the  quality  of  the  U.S. 
product  and  advantages  of  buying  from  the  U.S.  to  maintain  a  U.S. 
presence  in  that  hotly  contested  market.   The  price  advantage 
enjoyed  by  Canadian  suppliers  as  a  result  of  WGTA  subsidies  has 
U.S.  producers  at  a  continued  disadvantage. 

Japan  Limits  U.S.  Rice  Imports 

The  most  blatant  unfair  trade  practice  against  U.S.  rice  is 
Japan's  ban  on  imported  rice.   Justifications  given  for  the  ban 
vary  from  food  security  to  preserving  Japanese  religion  and 
culture.   As  a  result,  the  Japanese  consumer  pays  4  to  5  times 
the  world  price  for  rice  and  per  capital  consumption  is 
declining.   Through  the  MPP,  the  USA  Rice  Council  developed  a 
press  campaign  in  Japan  to  educate  consumers  on  the  quality  and 
varieties  of  U.S.  rice.   By  emphasizing  its  acceptability  among 
Japanese -Americans  and  stressing  the  quality  of  production  and 
distribution  practices  in  the  U.S.,  USA  Rice  Council  was  able  to 
change  the  opinions  of  Japanese  consumers  from  viewing  U.S.  rice 
as  an  inferior,  low-quality  product  to  where  currently  about  80 
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percent  of  Japanese  would  be  willing  to  buy  U.S.  rice  in  Japan, 
if  it  were  available.   Local  consumer  awareness  increased 
pressure  on  the  Japanese  government  and,  as  a  result,  signs  of  a 
more  liberal  rice  trade  policy  are  beginning  to  be  noted.   During 
the  last  two  years  Japan  opened  imports  to  more  U.S.  rice 
products,  including  rice  flour  and  sweet  rice.   USA  Rice  Council 
will  continue  this  campaign  to  inform  the  Japanese  consumer  with 
the  prospect  of  opening  a  $100  million  rice  market  to  U.S.  rice 
producers  and  millers. 

Branded  Promotions  and  Preferential  Reimbursement  Rates 

For  branded  promotions,  priority  funding  is  provided  in  terms  of 
reimbursing  commercial  entities  at  more  than  50  percent  of 
eligible  expenses  if:   1)  the  entity  was  eligible  for  the  higher 
rate  as  authorized  by  section  1124  of  the  Food  Security  Act  of 
1985  (reimbursement  rate  subject  to  staged  reduction  to  no  more 
than  50  percent  by  1995;  or  2)  with  respect  to  the  commodity 
being  promoted  there  has  been  a  favorable  decision  by  the  U.S. 
Trade  Representative  under  Section  301  of  the  Trade  Act  of  1974 
and  the  U.S.  Trade  Representative  has  not  terminated  action  as  a 
result  of  such  favorable  decision;  and  3)  the  participant  shows, 
in  comparison  to  the  year  the  unresolved  section  301  case  was 
initiated,  that  the  commodity's  total  export  volume  has  not 
maintained  market  share  or  increased.   Under  these  provisions, 
the  following  participants  are  eligible  to  operate  branded 
programs  with  reimbursement  rates  at  higher  than  50  percent  in 
1993:   California  Walnut  Commission,  California  Raisin  Advisory 
Board,  California  Prune  Board,  Almonds  (EIP) ,  and 
California/Arizona  Citrus  (EIP) . 
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NUMBER  OF  SMALL  BUSINESSES  PARTICIPATING  IN  THE  MPP 


Question:   I  am  informed  that  in  1991  small  businesses  accounted 
for  84%  of  the  287  firms  participating  in  MPP.   What  is  the 
comparable  figure  for  1993? 

Answer:   The  figures  cited  refer  to  small  companies  participating 
through  the  State  Regional  Trade  Groups  (SRTGs)  which  account  for 
approximately  one-half  of  the  firms  participating  in  the  program. 
The  SRTGs  report  that  more  than  375  companies  applied  for 
participation  in  the  1993  branded  promotion  programs.   Based  on 
SRTG  estimates,  nearly  80  percent  of  these  companies  have  fewer 
than  500  employees. 
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EFFECT  OF  THE  MPP  ON  AGRICULTURAL  EXPORTS 

Question:   What  is  the  effect  of  MPP  on  agriculture  exports? 

Answer:   The  primary  objective  of  the  MPP  is  to  increase  U.S. 
agricultural  exports.   The  Department  contends  that  there  is  a 
direct  correlation  between  MPP  funding  levels  and  the  amount  of 
U.S.  agricultural  exports.   Although  this  relationship  is 
difficult  to  quantify,  economic  analyses  conducted  by  the  Foreign 
Agricultural  Service  indicate  that  agricultural  exports 
attributed  to  market  promotion  expenditures  under  the  Targeted 
Export  Assistance  (TEA)  program,  the  predecessor  to  MPP,  from 
1986  to  1988,  ranged  from  $2  to  $7  for  each  $1  of  program 
funding.   This  analysis  reflects  the  impact  each  year  of  the 
program;  the  cumulative  effect  is  estimated  to  be  much  higher. 
These  multipliers  suggest  that  U.S.  agricultural  exports  could 
have  been  $400  million  to  $1.4  billion  lower  per  year  without  the 
TEA  and  MPP  programs . 
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EFFECT  OF  THE  MPP  ON  EXPORTS  OF  HIGH -VALUE  PRODUCTS 


Question:   What  effect  does  MPP  have  on  the  export  of  high- value 
products?   How  does  the  U.S.  compare  to  the  European  Community  on 
shares  of  the  world  market  of  high-value  products? 

Answer:   The  effectiveness  of  the  MPP  in  contributing  to  export 
expansion  is  borne  out  by  actual  trade  data.   This  data  shows 
that  U.S.  exports  of  high- value  products  --  the  focus  of  the  MPP 
--  are  the  fastest  growing  segment  of  U.S.  trade.   They  have  more 
than  kept  pace  with  global  trade  trends  and  have  hit  new  record - 
highs  in  each  of  the  last  four  years.   As  a  result,  since  the 
TEA/MPP  programs  have  been  in  effect,  the  high -value  share  of 
total  U.S.  agricultural  exports  have  grown  from  39  percent  in 
19  85  to  54  percent  last  year.   High- value  products  have  accounted 
for  nearly  all  (85  percent)  of  the  growth  in  U.S.  agricultural 
exports  since  1985. 

The  U.S.  market  share  of  the  world  market  for  consumer- oriented 
products  was  estimated  to  be  15.5  percent  ($13.9  billion)  in 
1992,  up  from  11  percent  ($4.9  billion)  in  1985.   In  comparison, 
the  European  Community's  share  of  this  world  trade  was  29  percent 
in  1992  ($24.3  billion)  compared  to  30  percent  in  1985  ($13.7 
billion) . 
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IMPORTANCE  OF  BRANDED  ADVERTISING  IN  U.S.  AND  COMPETITORS' 
FOREIGN  MARKET  DEVELOPMENT  PROGRAMS 


Question:   Please  describe  the  importance  of  branded  advertising 
as  a  part  of  MPP?   How  do  other  countries  operate  export 
promotion  programs  and  is  branded  advertising  a  part  of  those 
programs? 

Answer:   Branded  advertising  has  distinct  advantages  in  overseas 
market  development  strategies.   This  advertising  is  often  the 
most  effective  tool  for  creating  demand  for  consumer  ready,  high- 
value  products .   Consumers  often  purchase  products  based  upon 
brand  identification  and  not,  necessarily,  national  origin. 
Branded  activities  develop  product  loyalty  and  provide  a  means  to 
promote  U.S.  agricultural  commodities  and  products  through 
consumer  recognition  of  the  products'  quality  and  appeal. 

U.S.  competitor  countries  conduct  a  wide  range  of  promotional 
activities  and  programs.   The  objectives  and  nature  of  these 
activities  differ  widely  even  within  member  countries  of  the 
European  Community.   In  some  cases,  government  ministries  may 
serve  as  the  coordinating  organization  of  market  development 
programs,  whereas  in  other  countries  commodity  marketing  boards, 
as  quasi -government  organizations,  serve  to  direct  promotional 
programs.   In  general,  private  entities  take  the  initiative  for 
brand  promotions.   For  example,  New  Zealand  is  conducting  a  $18 
million  advertising  campaign  in  the  United  Kingdom  to  promote 
"Anchor"  butter.   This  campaign  is  managed  by  the  New  Zealand 
Dairy  Board;  a  cooperative  similar  to  Land  0' Lakes  in  the  U.S. 
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Mr.  Allard.  I  was  interested  about  how  we  compared  to  the  Eu- 
ropean Community  as  far  as  our  market  promotion  efforts  on  high- 
value  products. 

Do  we  have,  and  are  we  gaining,  anything  as  far  as  the  Euro- 
pean Community  is  concerned  on  market  promotion? 

Mr.  Goldthwait.  The  European  Community  currently  has  the 
largest  share  of  the  so-called  high-value  market  in  world  trade.  But 
we  have  been  catching  up  with  them,  because,  in  fact,  that  segment 
of  our  exports  has  been  growing  more  quickly  in  recent  years  than 
other  segments  of  our  exports  and,  in  fact,  more  quickly  than  the 
European  segment.  So  that  while  several  years  ago  we  had  only  a 
few  percent  of  that  trade,  today  we  have  about  13  to  14  percent  of 
that  trade  worldwide,  and  it  is  growing. 

Mr.  Allard.  What  importance  is  branded  advertising  as  a  part 
of  this  program?  And  how  do  other  countries  operate  export  pro- 
motion programs?  And  is  the  branded  advertising  a  part  of  those 
programs? 

Mr.  Goldthwait.  The  branded  promotion  aspect  of  the  program 
is  very  important.  The  program  is  roughly  divided  60  percent  ge- 
neric promotion  and  40  percent  branded  promotion. 

And,  in  fact,  other  countries  are  also  very  heavily  involved  in 
branded  promotions.  You  mentioned  the  European  Community;  al- 
most every  one  of  the  members  of  the  European  Community  has 
a  Government-supported  program  of  this  sort  that  supports  brand- 
ed promotion.  And  the  budgets  of  those  programs  run,  taken  all  to- 
gether, in  the  hundreds  of  millions  of  dollars. 

Mr.  Allard.  Do  you  have  any  figures  on  going  west  from  the 
United  States  to  Japan?  The  Far  East?  Japan? 

Mr.  Goldthwait.  Figures  as  to  what? 

Mr.  Allard.  As  far  as  the  market  promotion.  What  do  they  do 
with  their  branded  products? 

Mr.  Goldthwait.  In  terms  of  what  the  Japanese  do,  I  do  not 
have  that  information;  but  we  can  try  to  provide  it. 

Mr.  Mackie.  No,  I  don't  have  it. 

Mr.  Allard.  They  do  have  a  market  promotion  program? 

Mr.  Goldthwait.  I  believe  they  do.  I  am  not  really  informed  on 
the  specifics  of  what  the  Japanese  do. 

Mr.  Allard.  Well,  if  we  could  get  some  information  on  that, 
please  send  it  to  my  office. 

Mr.  Penny.  Along  this  line,  there  is  an  expectation  that  we 
would  prioritize  our  subsidy  in  those  instances  where  we  are  com- 
peting with  subsidized  exports  from  other  countries.  And  how  do 
you  make  that  determination? 

Mr.  Goldthwait.  That  is  correct.  And  the  degree  to  which  there 
is  a  trade  policy  factor  involved,  that  is  a  competing  subsidy  that 
we  can  identify,  is  one  of  the  principal  elements  in  the  evaluation 
of  our  proposals  as  we  receive  them. 

Mr.  Allard.  In  your  view — and  I  would  like  to  address  this  to 
Mr.  Mendelowitz — in  your  view,  what  would  be  the  effect  of  requir- 
ing, by  law,  that  branded  products  contain  at  least  50  percent  of 
U.S.  commodities? 

Mr.  Mendelowitz.  I  am  sorry.  Fifty  percent  by  content  or  by 
value? 

Mr.  Allard.  Let's  try  it  both  ways;  by  value  and  by  content. 
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Mr.  Mendelowitz.  Based  on  our  review  of  the  reported  U.S.  con- 
tent in  commodities  being  assisted  under  the  MPP  program,  vir- 
tually— almost  all  of  the  participants  report  that  they  have  at  least 
50  percent  U.S.  content  by  volume  or  weight. 

If  that  information — that  information  is  unverified.  But  assum- 
ing that  that  information  is  correct,  it  might  not  have  a  very  large 
impact  at  all  on  the  operation  of  the  program. 

Mr.  Allard.  So  if  we  take  that  to  75  percent,  what  would  hap- 
pen? 

Mr.  Mendelowitz.  As  I  remember,  the  responses  that  the  co- 
operators,  or  the  not-for-profits  gave,  most  of  them  said  that  they 
had  100  percent  U.S.  content.  They  didn't  ask  the  question  about 
processing.  I  think  six  said  between  50  and  100;  and  I  think  six 
said  between  14  or  50  percent. 

I  can't  remember  the  exact  numbers.  They  are  in  my  statement. 
Even  at  a  75  percent  requirement,  while  some  firms  and  partici- 
pants would  be  ineligible,  probably  most  of  the  current  recipients 
would  continue  to  be  eligible. 

Mr.  Goldthwait.  We  currently  require,  from  the  branded  pro- 
motion participants,  a  50  percent  U.S.  content  on  a  content  basis. 

Mr.  Allard.  By  regulation.  Thank  you. 

Also,  there  has  been  suggestions  that  the  market  promotion 
funding  be  limited  to  no  more  than  50  percent  of  the  amount  a  par- 
ticipant spends  in  promoting  a  specific  product  in  a  specific  coun- 
try. 

What  effect  would  this  have  on  the  market  promotion  and  the 
groups  participating  in  MPP? 

Mr.  Mendelowitz.  For  the  branded  promotions,  the  1990  Farm 
Act  imposed  a  50  percent  limit  on  reimbursement.  So  with  respect 
to  the  branded  promotions,  they,  in  fact,  are  already  at  that  50  per- 
cent level. 

For  the  generic  promotions,  the  minimum  contribution  required 
is  only  5  percent.  I  don't  have  the  percentages  for  all  the  generic 
promotion.  But  my  assumption  is  that  would  alter  the  current  op- 
erations of  the  generic  program. 

Mr.  Allard.  Another  suggestion  is  that  MPP  funds  be  provided 
for  promotion  activities  only  in  addition  to  the  average  level  spent 
over  the  past  3  years. 

What  is  your  reaction  to  this  proposal? 

Mr.  Mendelowitz.  We  think  that  that  type  of  requirement 
would  be  a  very  positive  step  because  it  would  get  at  the  heart  of 
our  concern  over  the  additionally  of  the  program. 

Mr.  Allard.  What  do  you  do  with  new  companies  that  are  just 
getting  started? 

Mr.  Mendelowitz.  Well,  new  companies  that  had  no  export  ef- 
forts in  the  past  could  be  the  major  beneficiaries  under  such  a 
standard,  because  all  of  their  export  promotion  efforts  would  be 
new  and  would,  therefore,  qualify  for  cost-sharing  assistance  under 
the  program. 

Mr.  Allard.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  Mr.  Barlow. 

Mr.  Barlow.  Thank  you,  Mr.  Chairman. 
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And  thank  you  all  for  coming  down  today.  We  appreciate  your 
testimony  last  week  and  this  week,  too.  I  look  forward  to  helping 
the  chairman  and  being  involved  with  the  subcommittee  in  improv- 
ing the  program,  even  if  we  do  run  into  budget  cutbacks,  it  is  a 
very  important  program. 

I  would  like  to  focus  particularly  on  the  smaller  unit  commodities 
and  the  processed  commodities  to  the  point  that  they  are  high- 
value  commodities,  whether  they  have  a  brand  name  or  not. 

You  say  somewhere  in  the  testimony  here,  I  saw  that  there  had 
been  1,500  forums  around  the  country  for  people  to  come  in  with 
commodities  or  processed  commodities  or  name  brands  to  hear  you 
all  in  terms  of  how  you  might  help  them  going  abroad. 

Is  that  a  correct  figure? 

Mr.  Goldthwait.  It  was  not  1,500  forums.  It  was  roughly 
1,500 — actually  1,350  participants.  There  were  about  37  forums. 

Mr.  Barlow.  I  am  trying  to  focus  this  down  for  the  sake  of  un- 
derstanding how  the  process  works,  so  I  am  going  to  focus  on  my 
home  State. 

Could  you  provide,  over  the  past  years,  how  many  were  held  in 
Kentucky?  My  office  would  appreciate  receiving  that  information. 

Just  going  quickly,  we  have  processed  meats,  for  example,  out  in 
my  district,  barbecue,  probably  the  best  barbecue  in  the  country, 
country  hams,  probably  the  best — very  seriously — probably  the  best 
in  the  country;  sausage,  and  so  forth.  We  have  airports.  We  can 
ship  this  quickly. 

If  a  group  from  my  district  of  processors  or  small  companies,  in- 
cluding farmers  who  would  be  supplying  them,  came  to  you,  what's 
the  process — I  am  going  to  give  you  the  questions;  and  if  we  don't 
have  time,  perhaps  you  could  respond  in  writing  to  my  office — what 
is  the  process  that  we  would  go  through,  perhaps  using  my  office 
as  a  sponsor,  getting  together  with  you  to  explore  the  application 
process  for  your  service? 

Second,  how  fast  might  those  services  come  on  line? 

Third,  if  your  assistance  was  forthcoming,  do  you  focus  on  help- 
ing us  get  into  foreign  countries  and  set  up  sales  seminars  at  Em- 
bassies or  at  commercial  points  in  cities  and  hotels,  something  that 
can  be  done  quickly  and  cheaply? 

And,  then,  do  you  also  give  us  assistance  on  how  to  reduce  paper- 
work in  the  export  process?  For  example,  the  paperwork  of  getting 
across  the  borders,  whether  we  are  flying  it  into  airports — how  we 
can,  with  minimal  expense  and  minimal  paperwork,  have  a  suc- 
cessful export  program  for  something  such  as  barbecue  and  country 
hams,  which,  again,  I  say,  are  the  best  in  the  country. 

Thank  you  very  much. 

Mr.  Goldthwait.  I  will  try  to  provide  answers  in  writing  to  your 
office. 

In  point  of  fact,  through  our  agricultural  trade  offices  and  the  of- 
fices of  our  agricultural  counselors  and  attaches  overseas,  we  do 
provide  almost  all  of  those  services. 

Mr.  Penny.  Mr.  Canady. 

Mr.  Canady.  Thank  you,  Mr.  Chairman. 

I  have  a  question  for  the  GAO.  In  your  testimony,  you  mentioned 
funding  of  foreign  firms  under  the  program,  and  you  state  that  you 
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believe  that  MPP  may  make  it  more  difficult  for  U.S.  firms  to  com- 
pete and  obtain  a  foothold  in  foreign  markets. 

You  also  level  a  general  criticism  that  the  FAS  has  not  identified 
the  circumstances  under  which  foreign  firms  can  participate  in  the 
program. 

Would  you  expand  on  that  a  little  bit  and  tell  us  what  your  study 
found  the  circumstances  were  under  which  foreign  firms  were 
being  funded?  And  I  am  going  to  ask  the  FAS  about  this  also. 

From  the  GAO's  perspective,  what  conditions  would  you  suggest 
are  appropriate  as  limitations  for  the  funding  of  foreign  firms? 

Mr.  Mendelowitz.  The  branded  promotions,  as  you  know,  are 
funded  through  MPP  in  a  process  by  which  FAS  allocates  funds  to 
the  not-for-profit  organizations,  which,  in  turn,  allocate  funds  to 
the  private  companies  that,  then,  undertake  the  branded  pro- 
motions. 

Several  of  these  not-for-profits  fund  exclusively  foreign  brand 
name  and  foreign  corporate  processed  products  using  U.S.  agricul- 
tural materials  in  the  process. 

The  rationale  for  allowing  foreign  companies  to  participate  in  the 
program  in  this  way  is  based  on  the  fact  that  certain  foreign  mar- 
kets are  very  difficult  to  penetrate.  Foreign  companies  have  estab- 
lished infrastructures  and  have  good  marketing  channels;  and, 
therefore,  encouraging  them  to  buy  U.S.  agricultural  products  as 
the  inputs  in  their  products  is  an  effective  way  to  get  U.S.  agricul- 
tural products  into  those  markets. 

There  is,  I  think,  legitimacy  to  the  logic  of  that  argument.  The 
problem,  as  we  have  identified  it,  is  that  if,  for  example — and  this 
is  a  hypothetical  example  based  on  some  types  of  companies  that 
have  benefited — if,  for  example,  a  foreign  producer  of,  say,  under- 
wear receives  some  MPP  funds  because  he  is  using  U.S.  cotton,  he 
would  then  be  receiving  U.S.  Government  funds  to  assist  the  sale 
of  that  foreign  produced  underwear  that  contain  U.S.  cotton. 

A  U.S.  manufacturer  wanting  to  export  to  that  same  market 
would  not  have  access  to  MPP  funds  because  that  firm  would  be 
exporting  a  manufactured  product,  not  an  agricultural  product. 

Similarly,  that  firm  would  not  have  access  to  funds  elsewhere  in 
the  Government;  and  so  it  would  find  itself  trying  to  sell  its  under- 
wear in  this  market  in  competition  with  a  foreign  firm  that  does 
receive  U.S.  Government  funds. 

We  think  that  attention  needs  to  be  given  to  determining  the  ap- 
propriateness of  that  outcome,  that  circumstance. 

Mr.  Canady.  Mr.  Goldthwait,  would  you  address  that  also, 
please? 

Mr.  Goldthwait.  Let  me  comment  briefly. 

I  agree  with  most  of  the  analysis  that  has  been  laid  out  by  Mr. 
Mendelowitz  up  until  the  final  point  about  the  difficulty  of  United 
States  and  foreign  firms  competing  in  the  same  market. 

But  to  illustrate,  if  I  could,  the  rationale,  I  will  refer  to  Mr.  Bar- 
low's statement  about  barbecue.  If  the  producers  in  his  region  and 
the  processors  want  to  promote  barbecue  in  Canada,  they  may  very 
well  have  ready  access  to  the  expertise  to  do  that  marketing  in 
Canada.  There  is  perhaps  already  a  certain  recognition  of  what  the 
product  is  there. 
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If,  on  the  other  hand,  they  want  to  try  to  introduce  that  into  a 
Southeast  Asian  market,  say  Thailand,  where,  for  example,  hot 
spicy  food  is  favored,  but  this  particular  product  isn't  known  or  rec- 
ognized, they  may  want  to  work  through  a  local  firm  that  already 
has  a  recognized  brand  that  that  firm  would  be  willing  to  put  on 
the  American  product. 

With  respect  to  the  potential  conflict  between  the  U.S.  firm  en- 
tering a  market  and  the  Japanese  firm  promoting  the  underwear 
within  its  own  market,  there  is,  of  course — you  can,  of  course,  find 
circumstances  where  you  would  have  such  a  problem. 

But  I  would  posit  that  those  are  very  few  and  far  between  and 
that  in  most  of  those  instances,  there  are  trade  barriers  on  the  in- 
dustrial commodities  or  on  the  manufactured  commodities  that  are 
going  to  make  it  very  difficult  for  the  U.S.-manufactured  product 
to  enter. 

In  point  of  fact,  you  have  to  look  at  every  single  circumstance 
and  see  whether  or  not,  as  we  evaluate  various  proposals,  that  par- 
ticular problem  is  going  to  play  a  role  or  not. 

Mr.  Canady.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  Mr.  de  la  Garza. 

The  Chairman.  Thank  you,  Mr.  Chairman. 

Mr.  Mendelowitz,  we  asked  you — this  committee  asked  the 
GAO— for  an  evaluation  on  the  implementation  of  the  trade  provi- 
sions of  the  1990  Farm  Act. 

How  far  along  is  that? 

Mr.  Mendelowitz.  We  are  working  hard  to  finalize  it.  We  have 
a  draft  report,  and  we  are  going  to  try  to  get  it  out  as  soon  as  we 
can.  And,  my  staff  tells  me  that  we  have  set  up  a  meeting  with 
your  staff  to  brief  them  next  week. 

The  Chairman.  Do  you  keep  data  by  country  in  your  data  base 
on  the  specific  programs  like  this  program?  Or  only  when  you  are 
requested,  do  you  apply  yourself  to  it? 

Mr.  Mendelowitz.  We  would  collect  that  type  of  information  as 
part  of  an  ongoing  audit  and  evaluation.  We  would  not  ordinarily 
be  maintaining  statistical  data  that  I  think  is  generally  maintained 
and  available  at  the  Agriculture  Department. 

The  Chairman.  I  regret  to  say  that  I  didn't  have  the  availability 
of  a  copy  of  your  testimony  this  morning,  which  I  usually  try  and 
get  the  day  before.  But  did  you  go  into  any  of  the  policy  decisions? 
Should  we  have  or  not  have  market  promotion  programs? 

Mr.  Mendelowitz.  The  issue  of  whether  we  should  have  or 
should  not  have  the  market  promotion  program  rests  with  the  Con- 
gress. We  have  not  overstepped  our  bounds  in  that  area  and  either 
made  recommendations  or  judgments  about  whether  we  should  or 
should  not  have  the  program. 

With  respect  to  the  issue  of  promoting  high-value  products,  we 
have,  in  the  past,  provided  a  number  of  reasons  that  we  thought 
made  sense  in  support  of  promoting  high-value  products. 

We  think  there  are  a  number  of  good  reasons.  One  is  that  the 
high-value  product  portion  of  agricultural  trade  is  growing  much 
more  rapidly  than  the  bulk  product  portion,  and  it  made  sense  to 
get  into  the  market  where  sales  are  growing  more  rapidly. 
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The  second  reason  we  posited  is  that  the  price  elasticity  of  de- 
mand for  high-value  products  tends  to  be  less  elastic,  so  it  is  easier 
to  hold  your  market  once  you  have  gotten  in  than  is  the  case  with 
bulk  commodities  which  tend  to  be  much  more  price  sensitive. 

But,  all  of  our  recommendations  with  respect  to  the  MPP  have 
gone  to  the  effectiveness  of  the  program,  and  are  aimed  at  trying 
to  assure  that  the  taxpayer  receives  the  most  benefit  for  the  public 
resources  that  are  spent  on  the  program. 

The  Chairman.  I  am  glad  to  hear  you  say  that  the  decision  rests 
with  the  Congress,  because  that  is  not  always  the  indication  with 
some  of  your  peers  at  GAO. 

Mr.  Mendelowitz.  You  will  understand  if  I  demur. 

The  Chairman.  Mr.  Goldthwait,  do  you  know  that  there  is  a 
town  named  for  you  in  Texas? 

Mr.  Goldthwait.  Yes,  sir,  I  know  that.  Not  named  for  me,  but 
it  shares  my  name. 

The  Chairman.  Under  the  1990  act,  if  you  read  the  testimony  of 
Mr.  Mendelowitz,  one  of  the  provisions  is  that  the  Secretary  shall 
justify  in  writing  the  level  of  assistance  provided  to  an  eligible 
trade  organization  under  the  program,  and  the  level  of  cost  sharing 
required  of  such  organization. 

Is  that  an  ongoing  concern,  and  are  you  addressing  that? 

Mr.  Mackie.  Yes. 

Mr.  Goldthwait.  Yes,  those  factors  are  being  done. 

I  will  ask  Mr.  Mackie  to  describe  exactly  how. 

Mr.  Mackie.  That  is  part  of  the  ongoing  process  that  we  look  at 
in  the  allocation  of  the  funding  each  year.  And  it  is — the  applica- 
tions, in  our  analysis,  are  documented.  And  the  GAO  folks  have  re- 
viewed those  to  some  detail,  I  think. 

The  Chairman.  Above  that,  in  that  part  of  the  Public  Law  101- 
624,  we  call  for  evaluation  of  the  effectiveness  of  the  program  in 
developing  or  maintaining  markets  and  evaluation  of  whether  as- 
sistance provided  under  this  section  is  necessary  to  maintain  such 
markets  and  a  thorough  accounting  of  the  expenditure  of  such 
funds  by  the  recipient. 

Is  that  an  ongoing  process? 

Mr.  Mackie.  Yes,  sir,  it  is  an  ongoing  process.  And  we  view  it 
as  an  ongoing  process  through  several  steps  that  we  take  in  the 
Department. 

First  of  all,  in  our  analysis  under  that  that  goes  to  back  up  the 
long-term  trade  strategy  exercise  which  is  also  a  requirement  in 
the  legislation. 

The  Chairman.  Mr.  Mendelowitz'  testimony  seems  to  take  issue 
with  that,  in  part. 

Mr.  Mendelowitz.  I  am  sorry 

Mr.  Goldthwait.  I  believe  the  question  is  to  how  it  is  done. 

We  do  it  in  the  process  of  the  review  or  renewal  of  a  particular 
proposal  when  the  organization  comes  back  for  refunding. 

The  Chairman.  My  question  was:  Is  there  an  ongoing  evaluation 
as  the  1990  act  says  that  there  should  be? 

Mr.  Mendelowitz.  Our  view  of  the  evaluation  efforts  at  FAS  is 
that  they  have  not  been  adequate  and  have  not  been  sufficiently 
broad.  The  measures  of  success  that  are  used  in  the  evaluation  are 
fairly  minimal. 


44 

For  example,  if  there  were  MPP  funds  used  one  year  and  a  cer- 
tain amount  of  increase  in  exports  is  posited  as  being  the  target, 
the  next  year  in  the  funding  request  they  would  look  at  that  to  see 
if,  in  fact,  the  export  goals  were  achieved.  And  if  they  were,  that 
would  be  considered  as  a  positive  evaluation. 

Our  perspective  on  evaluation  is  that  evaluation  is  a  much  more 
complex  analytical  process  and  needs  to  go  well  beyond  merely  try- 
ing to  claim  an  association  between  MPP  funds  and  the  level  of  ex- 
ports that  take  place. 

One  reason  is  that  the  international  markets  are  very  complex. 
There  are  a  lot  of  risks  and  uncontrollable  variables.  And  export 
results  are  influenced  both  by  the  MPP-funded  promotion  activity 
as  well  as  a  whole  host  of  uncontrollable  variables.  You  may  have 
a  successful  promotion  effort  without  having  exports  go  up  because 
of  changes  in  exchange  rates  or  foreign  Government  policy.  You 
may  have  an  unsuccessful  promotion  effort  which  is  associated  with 
a  large  increase  in  exports,  again  because  it  is  determined  by 
uncontrollables. 

Second,  we  believe  very  strongly  that  you  have  to  be  able  to  dem- 
onstrate genuine  additionally  in  the  marketing  effort  associated 
with  the  MPP  funds. 

If  you  can't  demonstrate  genuine  additionality  with  respect  to  the 
promotion  efforts,  it  is  hard  to  make  the  claim  that  the  exports  are 
a  result  of  the  public  funds  channeled  by  MPP. 

The  Chairman.  Mr.  Chairman,  I  appreciate  it.  I  have  one  more 
brief  question. 

To  what  extent  do  you  coordinate  with  your  trade  officers  and  or 
with  the  individual  FAS  representatives  in  the  regions  of  a  particu- 
lar country  with  this  program,  before  and  after? 

Mr.  GOLDTHWAIT.  We  cooperate  very  carefully  with  them  during 
the  process  of  the  review  of  individual  proposals.  We  seek  input 
from  the  foreign  officers  that  we  have.  And  when  the  various  orga- 
nizations that  are  doing  the  promotions  are  going  out  to  the  var- 
ious countries,  they  work  closely  with  our  offices  on  site. 

If  I  might  just  add  one  point,  Mr.  Chairman,  regarding  your  prior 
question  to  Mr.  Mendelowitz,  we  do  have  a  fairly  rigorous  analysis 
that  we  have  developed.  And  as  Mr.  Mendelowitz  points  out,  it  is 
extremely  difficult  to  tie  a  specific  promotion  activity  to  a  particu- 
lar change  in  the  market  giving  all  of  those  variables  that  he  has 
mentioned. 

But  I  would  be  delighted  to  provide  for  you  a  description  of  the 
tool  that  we  use  for  that. 

The  Chairman.  My  question  is:  Does  this  program  take  on  a  life 
of  its  own,  and  are  you  so  busy  with  the  program  you  are  not  eval- 
uating from  the  outside  or  from  above? 

Mr.  Goldthwait.  Not  at  all.  If  the  participants  cannot,  year-by- 
year,  demonstrate  to  us  to  our  satisfaction — and  this  includes  our 
own  independent  analysis  as  well — that  the  activities  that  they  are 
taking  on  have  the  intended  effect,  they  are,  shall  we  say,  grad- 
uated from  the  program.  Their  funding  is  reduced  and  eventually 
eliminated. 

The  Chairman.  Do  you  separate  this  from  participation  in  trade 
office  shows  or  participation  in  S.I.A.L.  for  example?  Is  this  sepa- 
rated, or  is  that  incorporated? 
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Mr.  Goldthwait.  Participants  in  the  MPP  might  very  well  work 
with  us  to  participate  in  one  of  those  trade  shows. 

But  one  of  the  great  accomplishments,  I  think,  that  we  can  point 
to  over  the  recent  years  is  the  degree  to  which  we  have  made  the 
trade  shows  self-sustaining,  self-supporting  in  terms  of  their  fund- 
ing. 

So  there  would  not  necessarily  be  an  overlap  of  funding  involved. 

The  Chairman.  Because  I  went  to  S.I.A.L.  about  10  years  ago, 
maybe  15  now;  and  we  had  no  U.S.  participation.  The  commis- 
sioner of  agriculture  from  Illinois  had  bought  space;  and  we  showed 
up  and  said,  where  is  the  U.S.  pavilion?  No  U.S.  pavilion.  Kuwait 
had  10,000  square  feet,  and  Indonesia  had  space.  We  convinced  the 
commissioner  of  agriculture,  at  that  time  Jack  Block  from  Illinois, 
to  put  "U.S.A."  under  where  it  said  the  State  of  Illinois. 

We  have  come  a  long  ways.  But  I  am  concerned  now  that  we  may 
go  overboard  delving  into  things  that  should  be  done  by  the  indus- 
try. 

Mr.  Mendelowitz. 

Mr.  Mendelowitz.  I  was  going  to  comment,  Mr.  Chairman,  that 
I  had  the  opportunity  to  visit  S.I.A.L.  this  past  fall,  and  there  was 
a  very  large  U.S.  pavilion,  a  large  number  of  U.S.  participants.  And 
I  informally  visited  a  number  of  them  and  asked  how  they  liked  it. 
And  there  was  a  very,  I  think,  strong,  positive  reaction  on  the  im- 
portance of  participation  in  these  trade  shows  in  Europe,  that  they 
are  central  to  marketing  in  Europe. 

There  were  a  number  of  small  firms  that  were  there  for  the  first 
time.  And  it  was  very  encouraging  to  see. 

The  Chairman.  We  have  done  it  all — wild  rice,  juice  from  Texas. 
We  brought  catfish  one  time.  France  wouldn't  eat  it  because  they 
didn't  like  the  translation  of  "cat." 

But  by  the  graciousness  of  the  commissioner  of  agriculture  of  Illi- 
nois we  were  allowed  to  put  "U.S.A."  under  the  pavilion.  We  have 
come  a  long  way. 

Mr.  Penny.  Mr.  Chairman,  I  don't  like  the  translation  of  "escar- 
got." 

Mr.  Mendelowitz,  when  you  talk  to  these  folks  at  the  trade  expo- 
sition, did  you  discern  how  many  were  there  in  part  due  to  support 
from  MPP  subsidies? 

Mr.  Mendelowitz.  No.  I  was  in  country  on  another  assignment, 
and  because  it  coincided  with  S.I.A.L.,  I  took  Sunday  and  visited 
S.I.A.L. 

And  I  think  having  me  walk  around  informally  and  asking  folks 
what  kind  of  assistance  they  got  is  not  appropriate  audit  methodol- 
ogy. I  did  it  for  background  information.  Some  of  the  firms  felt  they 
got  there  completely  on  their  own  and  others  because  of  the  assist- 
ance from  their  State  agricultural  offices  and  associations. 

But  I  don't  really  remember,  honestly. 

Mr.  Penny.  It  was  just  curiosity. 

Mr.  Goldthwait.  Mr.  Chairman,  we  can  provide  that  informa- 
tion for  you.  I  have  an  impression  that  quite  a  number  of  partici- 
pants would  have  been  sponsored  at  least  in  part  by  MPP  activi- 
ties. 

And,  as  I  said,  our  trade  fairs,  we  have  several  that  we  orches- 
trate each  year,  are  roughly  80  to  95  percent  cost  paid  by  the  par- 
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ticipants.  And  the  fact  that  that  percentage  has  increased  rather 
dramatically  in  recent  years,  I  think,  is  a  testament  to  the  success 
of  the  trade  fair  efforts. 

The  Chairman.  I  am  sure  Mr.  Mendelowitz  wasn't  really  work- 
ing. You  gain  10  pounds  in  1  day  in  S.I.A.L.  savoring  the  delicacies 
of  the  world. 

Mr.  Barlow.  Mr.  Chairman,  if  I  may,  I  recently  paid  good  money 
for  a  crabcake  that  was  almost  as  good  as  a  catfish  cake.  And  it 
may  have  been  a  catfish  cake. 

Mr.  Penny.  Mr.  Stenholm. 

Mr.  Stenholm.  A  moment  ago,  the  statement  was  made  about 
the  issue  of  whether  or  not  we  should  or  should  not  have  a  market 
promotion  program  rests  with  the  Congress.  I  agree  with  that.  And 
if  we  are  going  to  have  a  market  promotion  program,  the  only  log- 
ical reason  that  I  have  ever  come  up  with  is  that  it  should  be  mod- 
eled to  be  competitive  with  other  countries. 

Would  you  all  describe  briefly  to  this  subcommittee  the  effort  of 
other  countries  regarding  a  commodity  or  commodities — what  other 
countries  are  doing. 

Mr.  Goldthwait.  I  can  give  you  one  example  that  I  am  familiar 
with,  which  is  the  operations  of  Germany  in  that  regard. 

They  have  an  organization  they  call  the  Central  Marketing  Asso- 
ciation. And  they  underwrite  branded  promotions  to  the  tune  of 
several  hundred  million  dollars. 

Mr.  Stenholm.  Who  funds  that? 

Mr.  Goldthwait.  The  German  Government. 

Mr.  Stenholm.  Solely? 

Mr.  Goldthwait.  I  would  have  to  look  to  see  if  there  is  a  partici- 
pant contribution.  I  don't  know  right  off  if  there  is  or  not.  They  not 
only  do  a  great  deal  of  branded  promotion,  they  provide  funding  for 
participation  in  trade  fairs. 

They  also  go  so  far  as  to  pick  and  choose  among  their  firms  and 
classify  certain  of  their  firms  by  quality.  So  they  are  very  active  in 
terms  of  the  kinds  of  activities  they  undertake. 

And  they  are  very  similar  to  what  we  are  doing  under  MPP. 

Mr.  Mendelowitz.  We  have  taken  a  look  at  a  few  of  the  efforts 
of  competitor  countries.  And  in  the  best  of  the  competitor  countries, 
they  have  a  much  more  integrated  targeted  approach  which  begins 
with  the  process  of  doing  market  research  to  identify  what  good 
markets  would  be  for  their  farm  sector. 

They,  then,  feed  the  results  of  that  market  research  back 
through  the  equivalent  of  their  extension  services.  They  tell  the 
farmers  what,  in  fact,  are  the  products  that  they  think  are  going 
to  have  good  export  markets. 

They  assist  them  in  the  technology  needed  to  grow  those  prod- 
ucts. They  help  assure  the  quality  of  the  products.  They  advertise 
to  establish  recognition  for  the  brand  name  and  the  quality  associ- 
ated with  their  brand  name. 

So  it  is  a  fully  integrated  effort  which  starts  out  with  identifica- 
tion of  where  the  good  markets  are  and  where  the  emerging  mar- 
kets are.  One  example  that  comes  to  mind  is  the  export  cooperative 
in  Israel  called  AGREXCO,  which  some  years  back  had  identified 
avocados  as  a  growing  market. 
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At  the  time  I  don't  believe  that  their  farmers  grew  much  in  the 
way  of  avocados,  but  they  identified  that  as  a  high-value  export, 
and  that  there  was  a  growing  demand  for  it.  In  response,  a  whole 
avocado  industry  grew  up  amongst  their  farmers,  and  they  pro- 
ceeded to  market  avocados  with  their  brand  name  on  it.  That  is  one 
example  of  what  some  of  the  competitors  do. 

Mr.  Stenholm.  Are  their  programs  effective?  The  avocados;  it 
sounds  like  it  might  have  been. 

And  some  of  the  studies,  I  believe  you  have  done  a  study  pre- 
viously along  this  line,  you  say  that  in  the  study  that  you  released 
today  that  our  program  could  be  more  effective. 

What  I  am  after  is,  are  our  competitors  more  effective?  And  if 
they  are,  what  are  they  doing  that  we  are  not  that  we  should  be 
doing?  Or  if  we  are  doing  it,  are  we  doing  it  in  the  same  level  that 
they  are? 

And  then  if  it  is  up  to  Congress  to  make  some  of  these  decisions, 
we  could  use  a  little  help  in  identifying  what  the  competition  is 
doing. 

Mr.  Mendelowitz.  I  think  that  the  issue  of  what  the  competition 
is  doing  has  to  be  viewed  within  the  traditional  and  legal  struc- 
tures that  different  countries  have.  Some  things  that  are  appro- 
priate for  foreign  countries  may  be  appropriate  here;  some  may  not. 

Mr.  Stenholm.  Excuse  me  right  there.  That  has  always  been  a 
key  point  to  me.  What  is  appropriate  to  another  country  may  not 
be  appropriate  in  this  country  because  of  philosophical  differences. 
Let's  forget  that  for  a  moment. 

If  we  have  a  commodity  in  this  country  that  is  being  produced 
and  must  compete  in  the  world  market,  can  a  commodity  in  this 
country  be  produced  and  marketed  in  another  country  because  they 
have  a  different  definition  of  "appropriateness"  and  have  a  better 
market  promotion  program  because  of  their  rules  and  regulations? 
Can  a  producer  in  this  country  compete  in  that  world  market  suc- 
cessfully? 

Mr.  Mendelowitz.  It  depends.  And  I  don't  want  to  give  an  an- 
swer that  sounds  too  equivocal,  but  it  does  depend. 

We  have  in  this  country  some  of  the  best  managed,  largest,  most 
effective  food  marketing  companies;  food  processing  and  food  mar- 
keting. If  you  look  at  the  brand  names  that  reside  with  U.S.  cor- 
porations, they  represent  companies  that  have  the  skill  and  ability 
to  sell  their  products  anywhere  in  the  world. 

And  this,  in  fact,  goes  to  the  heart  of  what  we  were  talking  about 
in  terms  of  additionally.  And,  that  is,  in  order  to  make  effective 
use  of  program  funds,  two  conditions  need  to  be  met.  One  is  that 
the  recipient  of  the  funds  can  use  it  effectively.  And  the  argument 
FAS  has  made  is  that  large  companies  can  use  public  moneys  more 
effectively  than  small  and  new-to-market  firms. 

But,  second,  I  think  you  have  to  be  able  to  demonstrate  that 
there  is  a  need  for  this  money. 

Does  a  large  U.S.  company  marketing  around  the  world,  with  its 
expertise,  infrastructure,  and  resources,  really  need  public  money 
to  continue  to  sell  its  products  overseas? 

I  think  that  that  need  has  to  be  demonstrated.  A  smaller  U.S. 
agricultural  exporter  or  smaller  U.S.  agricultural  firm  with  a  prod- 
uct that  could  be  competitive  in  the  world  markets,  which  does  not 
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have  an  exporting  infrastructure  because  it  is  too  small  or  has  less 
access  to  resources  or  a  large  worldwide  operation,  a  company 
which  might  be  able  to  sell  its  products  overseas,  may  not  do  so 
because  the  risks  of  starting  out  in  an  export  market  are  so  high 
that  they  just  can't  risk  it.  They,  basically,  say  we  have  limited 
capital;  we  don't  sell  in  New  England  yet;  we  would  rather  expand 
into  New  England  than  to  try  to  expand  into  Taiwan  or  Singapore. 
That  is  the  land  of  company  which  may  benefit  most  from  the  use 
of  the  Federal  funds,  because  if  it  has  a  competitive  product  but 
it  isn't  exporting  because  it  doesn't  have  the  resources  or  the  exper- 
tise or  the  history  of  exporting,  the  help  from  the  Government  may 
be  what  it  needs  to  break  out  of  its  domestic  orientation  and  begin 
to  sell  overseas. 

Mr.  Penny.  Mr.  Lewis. 

Mr.  Lewis.  Thank  you,  Mr.  Chairman.  I  would  like  to  ask  Mr. 
Goldthwait  a  couple  of  questions,  and  I  also  have  a  prepared  state- 
ment for  the  record. 

[The  prepared  statement  of  Mr.  Lewis  follows:] 
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STATEMENT  OF  THE  HONORABLE  TOM  LEWIS 

I  would  first  like  to  commend  the  Chairman  of  the  Subcommittee,  Mr. 
Penny,  and  the  ranking  Republican  member,  Mr.  Allard,  for  their 
leadership  in  holding  this  hearing  today. 

As  a  member  of  the  Agriculture  Committee  who  has  previously 
supported  the  program,  I  have  closely  followed  this  issue.  As  many 
of  us  here  are  aware,  the  Market  Promotion  Program  (MPP)  has  been 
under  intense  scrutiny  the  past  eighteen  months. 

We  cannot  ignore  the  problems  that  have  surfaced  regarding  the 
operation  of  the  program.  Given  the  intense  concern  that  has 
repeatedly  arisen  over  this  program,  I  am  pleased  to  have  this 
opportunity  to  review  the  program  and  discuss  MPP  modifications 
with  today's  witnesses. 

Florida  participates  in  the  MPP  through  the  Florida  Department  of 
Citrus.  I  would  like  to  outline  a  number  of  factors  that  have 
contributed  to  Florida's  success. 

The  Florida  Department  of  Citrus  is  a  non-profit  governmental 
agency  that  works  on  behalf  of  large  and  small  citrus  producers 
statewide.  The  citrus  products  supported  by  the  Department  of 
Citrus  under  MPP  are  100%  Florida  grown  and  processed.  No  product 
with  foreign  content  is  promoted. 
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The  marketing  program  conducted  by  the  Florida  Department  of  Citrus 
is  primarily  a  generic  program  that  promotes  Florida  citrus  in 
addition  to  some  branded  promotion.  In  addition,  no  MPP  funds  are 
used  to  reimburse  travel,  entertainment  or  administrative  expenses. 

The  success  of  the  program  speaks  for  itself.  Under  the  Market 
Promotion  Program  and  its  predecessor,  the  Targeted  Export 
Assistance  (TEA)  program,  exports  of  fresh  grapefruit  tripled  from 
about  $50  million  to  $150  million. 

The  TEA  and  MPP  programs  were  also  responsible  for  job  creation  and 
economic  expansion  in  Florida.  A  study  conducted  by  the  Florida 
Department  of  Citrus  and  the  University  of  Florida  found  that  for 
every  $1  million  in  support  from  the  Foreign  Agriculture  Service  to 
the  Florida  citrus  industry,  165  jobs  are  created  and  over  $3 
million  in  exports  and  over  $6  million  in  additional  economic 
activities  are  generated. 

At  this  time  of  budgetary  crisis  many  question  government 
involvement  in  the  Market  Promotion  Program.  This  concern  was 
clearly  evident  when  MPP  funding  decreased  from  $200  million  to 
$147  million  in  FY  1993.  This  funding  outcome  for  the  MPP  in  FY 
1994  remains  to  be  seen. 
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The  message  is  clear.  We  must  reform  this  program  in  a  way  that 
allows  the  program  to  be  effective  while  also  satisfying  the 
concerns  of  the  American  taxpayer.  Because  much  of  the  concern 
about  MPP  also  focuses  on  branded  promotion,  I  think  it  worthwhile 
for  the  Committee  to  consider  modifications  to  the  program  that 
focus  MPP  more  toward  promotion  of  generic  products. 

I  am  hopeful  today's  discussion  will  bring  us  closer  to  an  answer. 
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Mr.  Lewis.  I  look  at  the  distribution  of  all  of  the  MPP  funds  to 
all  the  commodities  throughout  the  States,  and  I  would  like  to 
know  how  you  administer  overall. 

I  know  you  covered  it  somewhat  in  your  statement,  but  how  do 
you  administer  the  MPP  funds  overall? 

Mr.  GOLDTHWAIT.  Well,  we  solicit  proposals  from  any  organiza- 
tions that  fit  the  criteria  of  the  program.  We  have  a  highly  struc- 
tured review  process  for  those  proposals  on  an  annual  basis. 

We  evaluate  them  by  a  series  of  criteria  which  are  described  in 
my  statement.  We  divide  the  funds  that  are  available  among  the 
proposals  that  are  the  strongest  in  terms  of  the  criteria  that  we  use 
for  evaluation. 

Further,  of  course,  we  require  some  rather  lengthy  reporting 
from  the  firms  on  how  they  are  using  the  funds  after  they  have  re- 
ceived them.  They  need  to  give  us  a  detailed  accountability. 

And  then  when  they  come  back  the  following  year — if,  indeed, 
they  put  in  a  proposal  for  the  following  year — we  evaluate  what 
they  are  able  to  tell  us  about  how  effective  the  funds  that  were  pro- 
vided previously  were  in  building  markets. 

In  a  nutshell,  those  are  the  elements  of  control  or  management 
of  the  funding. 

Mr.  Lewis.  I  see.  I  look  at  some  of  the  these  funds,  and  it  is 
mind-boggling  to  me  how  such  a  small  amount  of  money  allocated 
to  some  of  these  commodities  could  do  them  a  hill  of  beans  of  good 
at  all. 

I  would  like  to  know  if  you  find  that  they  are  not  effective  for 
that  particular  commodity,  do  you  still,  the  following  year,  issue 
them  the  same  amount  of  funds?  I  mean,  it  sort  of  reminds  me  of 
a  disaster.  If  a  disaster  happens  in  one  part  of  the  country  and  the 
funds  are  allocated  to  it,  then  everybody  else  wants  to  jump  on  the 
same  bandwagon. 

Mr.  GOLDTHWAIT.  No.  If  they  cannot  illustrate  that  the  funds  re- 
ceived were  fully  utilized,  the  funds  would  not  continue.  What  you 
are  seeing  normally  reflects  a  funding  that  is  provided  through  one 
of  the  regional  organizations. 

And  it  may  be  that  a  particular  company  receives  a  small  level 
of  funding,  $10,000  to  $20,000,  for  a  particular  promotion  activity 
in  a  particular  market. 

And  sometimes,  though,  single  promotion  activities  can  be  highly 
effective;  and  sometimes  they  serve  to  introduce  a  particular  firm 
to  a  foreign  market. 

Mr.  Lewis.  In  later  testimony  we  will  be  hearing  recommenda- 
tions of  a  graduated  program,  the  length  of  time  will  be  determined 
by  the  Secretary. 

Is  this  a  feasible  proposal  from  your  point  of  view;  the  Depart- 
ment's point  of  view? 

Mr.  Goldthwait.  We  certainly  believe  that  the  Department 
needs  to  have  the  ability  to  make  judgments  about  the  length  of 
time  of  participants,  because  in  point  of  fact,  the  criteria,  the  cir- 
cumstances vary  from  market  to  market.  And  while  in  one  market 
a  company  may  become,  shall  we  say,  "self-sustaining"  in  3  our  4 
years,  in  another  market,  it  may  take  a  much  longer  period  of  time. 

Mr.  Lewis.  Do  you  require — FAS  require  documentation  of  pro- 
motion budgets  from  participants? 
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Mr.  GOLDTHWAIT.  Absolutely. 

Mr.  Lewis.  One  final  question.  On  page  16  of  your  testimony,  you 
pointed  out  that  the  U.S.  beef  exports  to  Japan  reaches  $1.1  billion 
compared  to  $350  million  in  1985. 

Would  this  not  be  a  misleading  statement  since  the  quota  for 
beef  wasn't  lifted  in  Japan  until  late  1988? 

Mr.  Goldthwait.  We  have  to  look  at  all  of  our  trade  programs 
and  market  promotion  efforts  together.  We  have  to  use  the  various 
programs  that  we  have,  the  various  aspects  of  our  trade  policy  to- 
gether in  order  to  achieve  a  unified  effect.  And  we  think  that  the 
market  promotion  program  has  been  very  important  in  terms  of 
achieving  that  effect. 

Certainly,  I  can't  deny  that  the  lifting  of  the  quota  was  a  critical 
element.  But  we  worked  very  hard  to  prepare  the  Japanese  public 
for  the  receptivity  of  an  American-style  beef  product  before  that 
quota  was  lifted.  And  then  we  have  worked  very  hard  afterwards 
to  promote  the  actual  grain-fed,  American  beef  within  that  market 
since  then. 

Mr.  Lewis.  Well,  it  just  seemed  to  me  that  you  would  do  the 
MPP  a  greater  service,  because  we  were  already  fulfilling  our  maxi- 
mum allowable  quota  in  beef  to  Japan  in  1985,  1986,  and  1987, 
and  most  of  1988. 

So  the  MPP  program  would  not  have  become  truly  effective  until 
the  latter  part  of  1988,  and  then  up  to  present. 

So  it  looks  to  me  like  you  might  be  short  changing  the  MPP  a 
bit. 

Mr.  Goldthwait.  I  will  have  to  look  into  that  point. 

Mr.  Penny.  Mr.  Pomeroy. 

Mr.  Pomeroy.  No  questions,  Mr.  Chairman. 

Mr.  Penny.  Mr.  Dooley. 

Mr.  Dooley.  Thank  you,  Mr.  Chairman. 

I  just  want  to  preface  my  questions  with  a  statement  that,  being 
a  strong  supporter  of  the  MPP  program,  both  here  in  Congress  and 
also  as  a  cotton  farmer  and  a  walnut  farmer,  I  sometimes  find  iron- 
ic that  one  of  the  few  programs  that  we  have  within  USDA  to  ex- 
pand market  opportunities  is  the  one  that  is  subjected  to  the  criti- 
cism that  it  has.  And  I  find  it  difficult  to  explain  the  motivation 
behind  the  Senate  actions  to  cut  the  funding  there. 

When  we  look  at  some  of  the  points  that  were  brought  up  today, 
I  guess  the  additionally  is  probably  the  issue  which  is  most  inter- 
esting. 

And,  Mr.  Mendelowitz,  you,  I  thought,  made  an  interesting  com- 
ment when  you  were  talking  about  a  program  you  thought  was  suc- 
cessful in  Israel  dealing  with  avocados.  In  California  we  have  a 
very  successful  avocado  industry,  and  we  have  people  committed  to 
expanding  the  market  opportunities  there. 

I  guess  when  we  are  looking  at  additionally,  when  we  have  Is- 
rael that  has  obviously  invested  a  lot  of  Government  funds,  create 
a  viable  and  competitive  avocado  industry,  should  the  investment 
of  our  MPP  funds  also  take  into  account  how  we  level  the  playing 
field? 

And,  in  fact,  additionally  could  probably  be  construed  to  ad- 
dressing some  of  the  inputs  of  funds  by  some  of  our  foreign  com- 
petitors in  the  international  marketplace. 
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Mr.  Mendelowitz.  The  issue  of  offsetting  foreign  subsidies  is  ob- 
viously an  important  issue.  And  in  the  work  that  we  have  done  in 
the  past  on  the  export  enhancement  program,  we  have  reported  on 
a  number  of  occasions  how  important  the  export  enhancement  pro- 
gram was  to  both  offset  EC  grain  subsidies  as  well  as  to  establish 
our  seriousness  of  intent  at  the  negotiating  table  in  trying  to  get 
our  partners  to  reduce  and  hopefully  eliminate  their  subsidies  so 
that  our  farmers  could  compete  on  a  level  playing  field  with  their 
farmers. 

However,  I  think  that  if  MPP  funds  are  used  or  justified  as  nec- 
essary to  offset  foreign  subsidies,  I  think  that  what  we  need  is 
much  more  specific  information  on  the  subsidy  that  we  are  at- 
tempting to  offset  and  the  leveling  of  the  playing  field  that  we  are 
trying  to  do.  This  hasn't  been  done. 

Second,  I  would  like  to  point  out  that  a  number  of  U.S.  exporters 
across  a  whole  host  of  industries  face  subsidized  foreign  competi- 
tion. Our  aircraft  industry  would  not  have  a  foreign  competitor 
were  it  not  for  the  billions  of  dollars  of  subsidies  that  the  EC  Air- 
bus members  have  provided  to  both  the  development  of  their  air- 
craft and  the  production  of  their  aircraft. 

Mr.  DOOLEY.  Are  you  implying  that  because  some  other  indus- 
tries do  not  have  a  system  which  is  providing  some  promotion,  that 
this  program,  then,  might  not  be  able  to  be  justified? 

Mr.  Mendelowitz.  Oh,  no.  It  is  actually  just  the  opposite. 

All  I  am  pointing  out  is  that  there  are  a  whole  host  of  problems 
out  there.  The  Government  doesn't  have  enough  resources,  I  think, 
to  level  the  playing  field  for  everybody.  Trying  to  deal  with  foreign 
subsidies  is  certainly  a  worthy  and  defensible  objective.  And  if  that 
is  the  rationale  that  will  be  used  for  the  application  of  some  of  the 
MPP  funds,  I  think  FAS  should  make  sure  that  we,  in  fact,  are 
using  it  effectively  for  that  purpose. 

Mr.  DOOLEY.  On  another  subject  matter,  you  were  commenting 
on  some  of  the  participation  with  foreign  firms  and  made  a  state- 
ment that  this  could  put,  potentially,  a  U.S.  firm  in  a  competitive 
disadvantage.  I  think  that  is  correct. 

I  guess  my  concern  is  that  all  the  funds  are  allocated  primarily 
through  grower,  producer,  processor  boards,  nonprofit  groups,  of- 
tentimes. 

What  would  ever  be  the  motivation  for  this  producer  board  in- 
vesting funds  that  are  not  going  to  achieve  the  primary  objective 
of  maximizing  additional  market  opportunities? 

Why  would  I  as  a  cotton  grower  want  to  put  a  U.S.  firm  at  a 
competitive  disadvantage,  when  that  is  a  vested  responsibility  of 
this  integral  part  of  the  MPP  program? 

Mr.  Mendelowitz.  Well,  I  can  give  you  one  example,  and  that 
is  the  way  trade  statistics  are  reported  and  the  way  program  suc- 
cess is  counted. 

If  there  are  cotton  exports  from  the  United  States,  they  show  up 
as  an  agricultural  export,  and  they  show  up,  if  they  are  associated 
with  the  MPP  program,  as  a  success  of  an  agricultural  export  pro- 
gram. 

If  underwear  made  with  U.S.  cotton  is  exported,  it  doesn't  show 
up  as  agricultural  export;  it  shows  up  as  a  manufactured  export. 
And  as  such,  it  is  not  something  that  reflects  the  success  of  a  pro- 


55 

gram  run  by  the  Agriculture  Department.  And  the  numbers  get 
lost. 

I  mean,  it  doesn't  show  up  as  an  agricultural  export,  even  if  100 
percent  U.S.  cotton  is  used  in  that  underwear. 

So  the  result  is  that,  in  effect,  people  respond  to  the  statistics. 
They  respond  to  the  things  that  measure  their  success.  If  the  Agri- 
culture Department  has  responsibility  for  helping  U.S.  agricultural 
exports,  they  are  going  to  do  it  in  a  way  that  shows  up  in  a  meas- 
urable, statistical,  result  that  they  can  use  to  demonstrate  the  suc- 
cess of  the  program. 

The  statistics  say  cotton  exports  are  agricultural  exports.  Under- 
wear exports  aren't. 

Mr.  Dooley.  I  understand  what  you  are  saying.  I  think,  though, 
that,  from  a  producer  point  of  view,  I  find  it  just  a  little  bit  insult- 
ing, though,  that  you  would  think  that  people  would  be  reinvesting 
funds  in  a  manner  which  is  not  still  achieving  the  primary  objec- 
tive of  expanding  market  opportunities. 

Mr.  Goldthwait,  I  would  appreciate  if  you  have  any  comments  on 
Mr.  Mendelowitz's  last  statement. 

Mr.  Goldthwait.  I  think,  theoretically,  one  could  create  a  situa- 
tion where  that  might  happen.  But  I  think  the  chances  of  it  hap- 
pening are  very  slight. 

I  think  the  individual  organizations  that  are  making  the  deci- 
sions about  what  product  to  promote  in  a  particular  market  are 
going  to  be  looking  at  the  mechanism  that  moves  both  the  largest 
quantity  of  U.S.  product  as  well  as  the  highest  value  of  U.S.  prod- 
uct. 

Mr.  Mendelowitz.  Mr.  Dooley,  it  is  also  a  question  of  time  per- 
spective. If  you  are  providing  funds  to  a  foreign  user  of,  say,  U.S. 
cotton  exports,  you  get  an  immediate  boost  in  your  sales  if  they 
purchase  your  cotton. 

If  the  funds,  on  the  other  hand,  were  to  go  to  an  underwear  pro- 
ducer, the  development  of  that  market  for  the  manufacture  of  un- 
derwear would  take  longer  and  benefit  to  the  cotton  farmer  might 
be  down  the  road  several  years. 

And  if  you  have  to  move  this  year's  crop,  you  are  going  to  want 
to  move  this  year's  crop.  And  that  would  be  a  good  reason  for  why 
you  would  want  to  opt  for  assisting  the  foreign  user  of  the  cotton 
rather  than  the  U.S.  user  of  the  cotton  product. 

Mr.  Dooley.  Mr.  Chairman,  I  have  some  further  questions,  but 
I  will  wait. 

Mr.  Penny.  I  just  came  back  from  Japan,  and  while  I  was  there 
I  met  a  group  from  Washington  State  that  were  lobbying  the  Japa- 
nese about  the  barriers  against  the  U.S.  apples  within  the  Japa- 
nese market. 

First  of  all,  I  am  curious  to  know  if  MPP  is  involved  specifically 
in  that  area,  because  that  would  then  get  to  my  related  question, 
which  is  to  what  degree  are  we  providing  MPP  assistance  when 
what  we  are  dealing  with  is  not  sort  of  an  advertising  or  pro- 
motional effort  but  more  a  trade  barrier  that  is  specific  to  certain 
U.S.  commodities? 

Mr.  Goldthwait.  Let  me  ask  Mr.  Mackie  to  comment  on  this. 

Mr.  Penny.  You  could  answer  this  both  in  the  specific  and  then 
in  the  general.  First  of  all,  involving  apple  producers  from  the  west 
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coast  in  their  effort  to  get  into  the  Japanese  market,  and  then, 
more  generally,  how  often  is  MPP  used  to  assist  groups  that  are 
really  dealing  with  a  structural  barrier  to  entry  to  a  market  in 
terms  of  Government  regulation? 

Because  it  occurs  to  me  that  in  many  cases  that  is — no  amount 
of  advertising  in  Japan  is  going  to  do  any  good  if  you  don't  have 
a  sign-off  from  the  Japanese  Government  that  these  apples  are  OK 
for  importation. 

Mr.  Mackie.  That  is  correct.  We  would  support  the  efforts  of  the 
industry  to  explain  the  merits  of  their  products  or  to  help  in  terms 
of  overcoming  foreign  Governments'  resistance  to  technical  ques- 
tions, many  of  which  are  involved  in  the  apple  question.  But  most 
of  the  resources  of  the  program  would  be  into  direct  promotion. 

Mr.  Penny.  I  do  have  a  press  release  from  the  Department  of  Ag- 
riculture dated  December  18,  1992,  in  which  $3.9  million  is  allo- 
cated to  the  Washington  State  Apple  Commission.  Is  that  for  Japan 
or  for  other  markets? 

Mr.  Mackie.  That  is  the  total  program,  sir.  They  work  in  several 
markets  both  in  Asia  and  in  Europe. 

Mr.  Penny.  So  that  is  for  the  total  promotional  budget. 

Mr.  Mackie.  For  the  Washington  apple  group. 

Mr.  Penny.  So  it  is  possible  that  they  could  use  some  money  in 
terms  of  their  efforts  in  Japan  which  are  more  focused  on  the  bu- 
reaucracy of  Japan  than  anything.  Because  they  have  to  get  past 
this 

Mr.  Mackie.  It  could  hypothetically — I  am  not  specifically  knowl- 
edgeable, but  it  could  be  in  terms  of  educating  the  public  in  Japan 
in  terms  of  the  specific  questions. 

Mr.  Goldthwait.  Mr.  Chairman,  if  I  might  add  one  word  on 
that.  I  believe  that  the  public  education  effort  is  very  important  be- 
cause, in  the  case  of  a  country  like  Japan,  you  have  very  divergent 
views  between  the  consumers  and  their  own  producers  on  commod- 
ities like  apples,  like  rice,  like  beef.  And  you  have  to  create  a  desire 
that  is  very  strong  on  the  part  of  consumer  element  to  want  access 
to  the  product. 

Mr.  Penny.  I  understand.  There  are  cultural  differences.  And  in 
order  to  introduce  a  new  product  you  have  to  overcome  some  of  the 
natural  resistance  to  a  commodity  that  they  don't  normally 
consume. 

But  in  Japan  it  is  specifically  related  to  a  bureaucratic  barrier. 
And  I  don't  have  a  problem  necessarily  with  MPP  used  to  overcome 
those  barriers  to  access,  but  I  was  just  curious. 

Mr.  Mackie.  That  was  an  important  part  of  the  meat  program 
in  Japan. 

Mr.  Penny.  Was  also  dealing  with  the  bureaucratic  restrictions. 

Mr.  Mendelowitz. 

Mr.  Mendelowitz.  I  think  that  the  uses  of  MPP  funds  in  concert 
with  trade  policy  initiatives  have  been  some  of  the  more  successful 
uses  of  the  MPP  funds. 

When  you  have,  as  in  the  case  of  Japan,  a  market  with  a  lot  of 
Government-imposed  barriers,  no  private  firm  is  going  to  want  to 
spend  its  money  on  promoting  its  product  with  only  the  hope  that 
the  barrier  will  be  removed.  The  risks  are  too  high.  So  that  using 
MPP  funds  in  the  case  of,  say,  beef  to  promote  beef  amongst  Japa- 
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nese  consumers  involves  a  promotion  effort  that  the  private  sector 
would  find  probably  too  risky. 

But,  more  importantly,  when  you  tell  the  Japanese  consumer 
what  he  is  losing  because  of  restrictions  that  protect  the  Japanese 
beef  industry,  you  help  to  build  a  constituent  base  in  Japan  for  the 
removal  of  those  barriers. 

And  so,  this  type  of  effort  has  to  be  seen  as  working,  in  effect, 
hand  in  glove  with  the  trade  policy  initiative. 

Mr.  Penny.  In  Mr.  Goldthwait's  testimony  he  indicated  that  they 
are  diligently  applying  the  standard  of  combating  unfair  trade 
practices  in  their  determination  of  who  receives  MPP  assistance. 

In  your  testimony,  Mr.  Mendelowitz,  you  indicated  that  you 
didn't  believe  that  the  USDA  was  aggressive  enough  in  determin- 
ing the  unfair  trade  practice  which  then  triggered  the  MPP  assist- 
ance. Where  is  the  shortcoming  here?  What  aren't  they  document- 
ing what  they  ought  to  be  documenting? 

Mr.  Mendelowitz.  No,  I  think  there  are  two  things. 

One  is,  we  discussed  how  the  issue  of  unfair  foreign  trade  prac- 
tices has  changed  when  the  program  shifted  from  TEA  to  MPP. 
Under  the  TEA  program  you  had  to  be  the  victim  of  an  unfair  for- 
eign trade  practice  or  you  had  to  be  adversely  affected  by  an  unfair 
foreign  trade  practice.  Under  MPP,  there  is  no  such  requirement. 

But  the  presence  of  an  unfair  foreign  trade  practice  is  one  of  the 
factors  considered  in  determining  your  allocation.  So  that  if  you  are 
adversely  affected  by  an  unfair  foreign  trade  practice,  you  get  addi- 
tional points  in  the  process  that  help  move  you  up  in  the  queue  in 
terms  of  establishing  your  eligibility. 

Mr.  Penny.  Do  you  feel  that  their  assessment  of  alleged  unfair 
trade  practices  is  adequate?  Do  you  feel  that  the  Department's  as- 
sessment of  those  alleged  practices  is  adequate  and  that  the  scor- 
ing practice  is  fair? 

Mr.  Mendelowitz.  The  scoring  system  is  a  separate  issue.  I  have 
had  questions  for  some  time  about  the  weights  given  in  the  scoring 
system. 

With  respect  to  the  unfair  foreign  trade  practice,  my  understand- 
ing is  that  the  Foreign  Agricultural  Service  looks  to  the  application 
submitted  by  the  not-for-profit  organizations  requesting  funds,  and 
it  is  up  to  the  applicants  to  identify  the  unfair  foreign  trade  prac- 
tice that  their  members  are  being  adversely  affected  by.  So  it  is  at 
the  initiative  of  the  applicants  and  not  the  initiative  of  the  FAS. 

Mr.  Penny.  The  other  question  has  to  do  with  the  additionally 
and  how  we  measure  that.  I  sensed  in  your  testimony  displeasure 
with  the  USDA's  determination  of  additionally.  What  is  the  prob- 
lem in  this  regard? 

Mr.  Mendelowitz.  FAS  does  not  try  to  establish  additionally  in 
the  allocation  process.  That  is  No.  1. 

Two,  because  the  issue  of  additionality  has  been  raised  as  a  con- 
cern, FAS  is  now  in  the  process  of  surveying  past  recipients  trying 
to  establish  what  the  additionality  was.  I  have  looked  at  the  ques- 
tionnaire that  has  been  sent  out  to  participants  trying  to  establish 
additionality,  and  I  have  a  concern  that,  in  fact,  the  questionnaire 
being  used  is  not  really  the  best  way  to  try  to  establish  that.  The 
questionnaire  that  FAS  is  using  to  try  to  establish  additionality  is 
not  the  best  way  to  try  to  establish  additionality. 
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My  feeling  is  if  you  ask  a  past  recipient  whether  he  would  have 
done  something  without  the  MPP  money  and  he  knows  that  future 
funding  is  based  on  his  answer,  he  is  going  to  be  rather  generous 
to  the  program  in  his  answer. 

Mr.  Penny.  We  are  going  to  find  out  what  this  vote  is. 

I  have  a  question  related  to  your  testimony  in  which  you  indi- 
cated that,  of  16  firms  that  you  evaluated,  15  requested  MPP 
funds.  In  one  case  a  firm  with  14  years  export  experience  requested 
funds  for  a  total  of  31  markets.  Were  they  requesting  funding  for 
markets  that  they  weren't  already  involved  in  during  that  14  years 
of  experience? 

Mr.  Mendelowitz.  My  understanding  is  that  some  of  those  mar- 
kets were  markets  where  they  were  already  present  and  had  been 
present  for  a  number  of  years.  Other  markets  were  markets  that 
they  had  not  been  present  in. 

Mr.  Penny.  Some  were  and  some  weren't. 

Mr.  Goldthwait,  do  you  want  to  respond  to  that?  You  are  familiar 
with  what  firm  this  could  be? 

Mr.  Goldthwait.  I  am  not  familiar  with  the  specifics,  but  I  could 
make  a  couple  of  general  comments. 

First  of  all,  it  is  not  just  the  market,  but  it  is  also  the  market 
segment  and  whether  you  can  expand  perhaps  the  regions  that  you 
are  targeting  within  a  particular  country.  So  you  have  to  look  at 
the  particular  situation  on  a  very  micro  basis  to  say  whether  or  not 
you  are  replacing  prior  promotion  efforts. 

The  other  factor,  of  course,  is  that  in  many  of  these  markets, 
with  respect  to  additionality,  the  firms  that  are  doing  the  market- 
ing have  a  choice  in  terms  of  where  they  source  commodity.  And, 
oftentimes,  if  they  can  use  the  program  to  demonstrate  the  superi- 
ority of  the  American  product  over  what  they  may  be  able  to  pro- 
cure at  a  roughly  equal  price  locally,  it  can  help  to  create  a  little 
hook  for  the  American  commodity.  So  I  think  that  has  to  be  consid- 
ered very  carefully  as  we  look  at  this  whole  issue  of  additionality. 

That  much  said,  we  don't  want  our  funds  to  simply  replace  what 
a  company  would  be  spending  on  its  own,  and  we  try  very  hard  in 
our  evaluation  of  the  programs  to  avoid  that. 

Mr.  Penny.  I  am  going  to  vote.  I  will  have  Mr.  Pomeroy  chair 
in  my  absence  to  keep  things  going  as  a  convenience  to  those  that 
are  on  our  list  of  witnesses.  And  then  I  will  be  right  back,  and  we 
will  let  him  go  vote. 

Mr.  Pomeroy  [assuming  chair].  Don't  tarry,  Mr.  Chairman. 

Mr.  Lewis. 

Mr.  Lewis.  No  further  questions. 

Mr.  Pomeroy.  Mr.  Dooley. 

Mr.  Dooley.  Mr.  Mendelowitz,  when  you  did  the  analysis  of  the 
16  firms  or  whatever,  how  did  you  define  the  market?  What  was 
the  definition  there? 

Mr.  Mendelowitz.  It  was  a  country  market. 

Mr.  Dooley.  A  country  market.  So  if  you  had,  say  in  the  case 
of  the  Israeli  avocados,  if  they  chose  to  participate  in  the  United 
States,  and  they  participated  in  a  marketing  program  in  New  York 
one  year,  which  is  an  entirely  separate  market  than  Los  Angeles, 
which  they  might  have  participated  in  the  second  year,  which 
would  be  an  entirely  separate  market  than  Miami,  et  cetera. 
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What  I  am  concerned  about  is  the  obvious  and  the  implication 
that  you  are  making  that  because  a  company  is  participating  in  an 
MPP,  a  single  country  over  the  period  of  years,  that  they  are  tak- 
ing unfair  advantage  of  the  program  when,  obviously,  there  are  so 
many  diverse  markets. 

Mr.  Mendelowitz.  I  think,  in  response  to  your  question — be- 
cause I  think  it  was  a  very  good  question — I  think  there  are  two 
points  that  need  to  be  made. 

One  is  that  the  United  States  is  a  very  large  market,  a  very  di- 
verse market.  Many  of  the  countries  that  we  export  to  are  substan- 
tially smaller  and  don't  represent  the  diversity  that  the  American 
market  represents.  If  you  are  exporting  to  a  smaller  country — and 
most  of  the  world  consists  of  smaller  countries — you  don't  run  into 
that  type  of  problem. 

Second,  the  most  difficult  part  of  exporting  to  a  new  market  is 
establishing  a  beachhead.  If  you  don't  sell  in  a  particular  country, 
you  have  a  host  of  hurdles  that  you  have  to  get  over.  Even  without 
any  unfair  foreign  trade  practices,  you  have  a  host  of  business  hur- 
dles that  many  American  businesses  aren't  used  to  overcoming 
when  they  just  deal  with  the  U.S.  domestic  market:  All  the  docu- 
mentation associated  with  exporting,  tariff  rules,  quotas,  the  ship- 
ping, handling,  warehousing,  packaging  information  in  different 
languages,  conforming  to  foreign  packaging  requirements  and  dis- 
closure requirements,  finding  a  foreign  distributor,  getting  into  the 
foreign  distribution  system. 

Mr.  Dooley.  I  think  you  are  making  my  point  precisely,  is  that 
a  lot  of  these  things  take  a  lot  of  time. 

Mr.  Mendelowitz.  That  is  right. 

Mr.  Dooley.  And  the  implication  is — what  I  have  the  concern 
with  is  that  companies  that  are  participating  in  the  MPP  program 
over  multiple  years  are  somehow  taking  unfair  advantage  of  the 
program.  With  just  the  comments  that  you  just  made,  are  you  for 
the  need,  perhaps,  to  have  multiple  years  of  participation? 

Mr.  Mendelowitz.  I  think  that  the  point  I  make,  first  of  all,  is 
that  those  are  the  hurdles  you  face  establishing  your  beachhead. 
Once  you  have  established  your  beachhead,  you  have  the  whole  in- 
frastructure in  place  and  the  experience  to  move  from  that  beach- 
head to  other  cities,  States  within  that  same  country. 

So  the  real  problem  is  getting  into  the  country.  Once  you  get  into 
the  country  you  already  have  the  infrastructure  to  expand  in  the 
country. 

So,  to  use  your  American  analogy,  if  you  are  selling  first  in  New 
England,  it  is  hard  to  start  out.  But  once  you  are  established  in 
New  England,  it  is  easier  to  spread  into  the  seaboard  States,  the 
Middle  Atlantic  States  and  elsewhere.  The  need  for  Government 
assistance  is  less  once  you  established  your  beachhead. 

Second,  with  respect  to  the  point  that  you  raised.  You  said  be- 
cause of  the  difficulty,  it  takes  more  than  1  year.  And  I  would 
agree  with  that.  I  don't  know  exactly  what  the  right  number  of 
years  is,  but  I  would  say  that  somewhere  between  1  year  and 
maybe  5  or  6  years  you  have  a  period  in  which  maybe  it  is  reason- 
able for  a  new  entrant  to  get  into  an  export  market. 

Mr.  Dooley.  My  only  concern  would  be  that  the  issue  here  is  the 
expansion  of  market  opportunities  and  the  additional  sale  of  U.S. 
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agricultural  commodities  in  this  case.  And  that  the  primary  criteria 
should  be  whether  or  not  we  are  getting  the  return  on  this  public 
investment  we  are  making,  which  is  enhancing  the  sale  of  those 
products.  And  that  should  be  the  No.  1  issue. 

I  find  some  really  interesting  comments,  I  think,  very  productive 
comments  in  your  testimony  that  you  offered.  But  is  the  GAO  offer- 
ing specific  recommendations  to  USDA  in  terms  of  how  you  do  de- 
termine a  better  formula  for  determining  additionally? 

Mr.  Mendelowitz.  In  reports  that  we  have  issued  over  the 
years,  testimony,  other  hearings,  we  have  made  suggestions  that  I 
think  go  to  that  point. 

Our  reference  to  the — for  example,  the  research  and  development 
tax  expenditure  program,  I  think  is  an  example  of  the  type  of  way 
in  which  you  build  structure  into  a  program  to  assure  additionality. 
And  we  think  that  something  along  those  lines  would  make  sense. 

Mr.  DOOLEY.  Because  that  is  what  I  am  interested  in.  Obviously, 
I  think  you  played  a  very  important  role,  and,  from  my  perspective, 
it  would  be  helpful  to  see.  Working  in  a  cooperative  fashion  with 
the  USDA — I  was  curious.  Mr.  Goldthwait,  did  you  see  their  testi- 
mony prior  to  today? 

Mr.  Goldthwait.  No,  I  did  not. 

Mr.  Dooley.  And  this  is  the  point  that  I  would  like  to  make.  It 
would  have  been  real  helpful  to  us  and  even  the  USDA  for  them 
to  see  the  testimony  so  that  they  would  have  responded  to  some  of 
your  specific  concerns. 

Mr.  Mendelowitz.  Mr.  Dooley,  the  testimony  and  the  distribu- 
tion of  the  testimony  is  controlled  by  the  committee.  We  provide 
the  committee  with  the  testimony  and  then  what  happens  at  that 
point  is  up  to  the  committee.  I  don't  have  the  authority  to  release 
to  a  third  party  testimony  that  I  give  to  the  committee. 

Mr.  Dooley.  I  guess  then  that  is  a  mistake  on  my  part. 

It  would  just  seem  to  me  that,  regardless  of  what  the  committee 
rules  are,  that  there  should  be  greater  cooperation  interagency. 
You  are  both  Federal  Government.  You  are  both  working  for  the 
same  folks  out  here.  And  if  you  are  making  some  recommendations 
which — I  don't  see  a  lot  of  recommendations.  I  see  a  lot  of  concerns 
that  are  being  raised.  The  chief  sponsor  of  this  program  being 
USDA,  it  would  have  been  nice  for  us,  and  I  think  for  them,  for 
them  to  have  the  opportunity  to  cooperate.  And  regardless  of  what 
the  rules  are 

Mr.  Mendelowitz.  Mr.  Dooley,  I  want  to  say  this.  This  issue  of 
fairness  and  cooperation  I  think  is  a  good  point.  And  I  don't  want 
you  to  think  that  we  blindsided  FAS  today. 

First,  the  points  that  we  raised  today  have  been  raised  over  time 
with  FAS  in  a  number  of  forums  and  so  they  have  heard  them  be- 
fore. 

And,  second,  the  staff  that  did  this  particular  work  had  a  close- 
out  conference  with  FAS  yesterday  advising  them  of  what  our  find- 
ings were.  Mr.  Mackie  was  present.  Unfortunately,  Mr.  Goldthwait 
wasn't  able  to  attend,  but  I  am  sure  his  staff  briefed  him  fully  on 
what  our  conclusions  were  on  this  work. 

Mr.  Dooley.  Obviously,  you  folks  have  worked  on  this  issue  for 
a  long  time,  and  it  appears  that  you  have  been  involved  in  this 
issue  for  more  than  1  year — perhaps  years. 
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It  seems  somewhat  interesting  that  you  would  be  presenting  tes- 
timony again  after  this  period  of  time  of  research  and  investigation 
that  does  not  contain  something  other  than  the  criticisms  and  iden- 
tification of  problems  but  actually  some  of  the  solutions  and  the 
proposals  and  in  a  fairly  specific  manner.  Because  I  don't  see  spe- 
cific manners. 

I  read  your  testimony  with  respect  to  research,  and  I  think  that 
is  helpful.  But  it  appears  that  we  are  shedding  some  light  on  a  pro- 
gram that  might  have  some  problems  but  where  are  the  specific  so- 
lutions to  try  to  make  it  better,  which  we  all  want  to  do? 

Mr.  Mendelowitz.  We  have  worked  closely  with  the  committee 
in  the  past  on  specific  solutions,  and  I  think  that  we  are  always 
available  to  work  with  the  committee  on  those  solutions. 

One  of  the  reasons  that  we  don't  have  specifics  that  say,  5  years 
max  or  4  years  max  or  6  years  max  or  x  percent  over  is  that  what 
we  think  is  needed  is  some  fixes  that  deal  with  the  issue  of  length 
of  time  with  a  bit  of  flexibility,  that  deal  with  the  issue  of 
additionality  with  a  bit  of  flexibility. 

You  can  go  with  a  range  of  possible  fixes,  all  of  which  at  this 
point  probably  would  be  comparable. 

Mr.  Goldthwait.  Might  I  add  a  brief  comment? 

One  of  the  reasons  that  we  haven't  seen  specific  recommenda- 
tions— I  think  one  of  the  reasons  why  these  issues  keep  coming  up 
again  and  again  is  because  they  are  difficult  issues,  and  the  answer 
in  one  particular  case  in  one  particular  market  is  not  the  same — 
or  for  one  particular  commodity — is  not  the  same  for  another.  And 
I  think  that  underscores  the  need.  We  need  to  keep  the  program 
flexible  to  make  the  kind  of  changes  that  we  have  made  in  it  from 
now  on  to  the  future. 

Mr.  Dooley.  I  really  have  to  go. 

Mr.  Mendelowitz.  For  the  record,  all  I  was  going  to  say  is  that, 
unequivocally,  we  believe  that  there  should  be  graduation  built  into 
the  program.  We  believe  that  there  should  be  assurance  of 
additionality  built  into  the  program. 

Mr.  Penny  [resuming  chair].  The  likelihood  is  that  this  program 
is  going  to  receive  less  money  next  year.  The  House  approved  a 
freeze  level  in  response  to  the  President's  request.  The  Senate  actu- 
ally took  the  funding  level  down.  The  final  allocation  is  going  to  be 
somewhere  between  a  freeze  level  and  whatever  cut  the  Senate  ap- 
proved. I  think  they  are  at  $110  million.  So  let's  assume  $125  mil- 
lion for  the  program. 

It  is  your  position,  Mr.  Goldthwait,  that  in  spite  of  those  reduc- 
tions we  should  basically  leave  the  program  as  it  is  with  the  discre- 
tion and  the  flexibility  that  you  deem  is  so  important? 

Mr.  Goldthwait.  I  think  that  many  of  the  issues  that  have  been 
raised  are  things  that  we  have  to  look  carefully  at,  questions  like 
additionality  and  like  graduation.  I  don't  believe  that  you  can  make 
hard  and  fast  rules  about  those  things. 

But  I  do  not,  by  any  means,  want  to  say  that  the  program  needs 
to  continue  to  operate  precisely  the  way  it  is  operating  today. 
Times  change.  The  program  needs  to  change. 

Mr.  Penny.  If  we  try  to  deal  with  some  of  these  issues  legisla- 
tively, is  that  a  problem?  I  know  that  in  most  cases  you  feel  that 
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you  have  regulations  that  speak  to  some  of  these  questions;  the 
content  question,  and  others. 

Mr.  Goldthwait.  I  think  it  depends  very  much  on  the  nature  of 
the  legislation.  I  acknowledge  that  there  is  some  legislation  that 
could  be  helpful,  but,  to  take  a  rather  blunt  example,  to  simply  say 
that  after  5  years  in  a  particular  market,  a  particular  activity 
would  have  to  stop,  I  think  that  would  be  much  too  rigid. 

I  point  to  Japan,  for  example,  where  we  have  been  using  the  pro- 
gram to  promote  meat  exports  for  something  like  10  years,  but 
where  the  entire  focus  has  shifted,  I  think,  three  times;  initially  at 
breaking  down  that  trade  barrier  and  creating  receptivity  to  Amer- 
ican products  and,  second,  at  introducing  American  products,  and 
now  in  demonstrating  the  superiority  of  American  products  vis-a- 
vis other  imports,  for  example,  from  Australia. 

So  different  kinds  of  problems  emerge  in  different  markets. 

Mr.  Mendelowitz.  Mr.  Chairman,  for  other  programs  that  I 
could  cite  where  Government  benefits  are  provided  through  regula- 
tion or  other  means,  the  programs  have  built  into  them  certain 
specifications  that  try  to  ensure  that  the  programs  operate  effec- 
tively. The  way  flexibility  is  built  into  those  programs  is  that  the 
Secretary  of  the  responsible  Department  is  given  the  authority  to 
waive  the  requirement  with  adequate  justification  provided. 

I  would  much  rather  see  a  program  which  has  structure  to  it 
that  tries  to  assure  that  the  funds  are  used  effectively  and  provide 
the  Secretary  of  the  Department  the  flexibility  to  waive  those  re- 
quirements on  a  special,  as-needed  basis  than  to  have  a  program 
that  is  so  flexible  that  we  don't  have  the  assurance  that  the  funds 
are  being  used  effectively. 

Mr.  Penny.  Chris,  how  do  you  feel  about  Senator  Leahy's  plan 
that  we  target  some  of  these  funds  to  small-  and  medium-sized 
firms? 

Mr.  Goldthwait.  I  agree  that  a  portion  of  those  funds  should  go 
to  those  firms.  And,  indeed,  if  you  look  at  the  branded  promotion 
programs,  a  very  significant  share  already  does. 

Again,  I  don't  know  that  you  should  draw  a  specific  line  and  say, 
this  is  the  allocation  that  is  ideal.  Because  it  can  shift  from  year 
to  year. 

Mr.  Penny.  How  about  if  we  were  to  find  legislative  language  to 
further  stipulate  that  we  ought  to  be  targeting  a  higher  percent  of 
value-added  products  with  the  MPP  dollar? 

Mr.  Goldthwait.  I  think,  in  point  in  fact,  we  have  tried  to  do 
that,  and  I  think  we  would  find  such  language  in  accordance  with 
the  policy  we  try  to  apply. 

Mr.  Penny.  Thank  you. 

Mr.  Allard. 

Mr.  Allard.  Thank  you.  I  just  have  one  other  question. 

I  was  going  through  a  list,  of  one  of  the  individuals  that  is  going 
to  testify  here  in  the  future,  of  companies  that  have  received  some 
market  promotion  programs.  In  fact,  this  is  the  National  Associa- 
tion of  State  Departments  of  Agriculture  that  accompanies  the 
State  list  and  their  medium-  and  small-sized  companies.  And  one 
of  them  is  Gold's  Gym  Enterprises,  Incorporated.  Now  most  all  of 
this  is  agricultural  products.  Do  we  have  that  requirement  or  does 
it  necessarily  have  to  be  agricultural  products? 
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Mr.  Penny.  Is  this  exercise  equipment  for  farm  animals? 

Mr.  Goldthwait.  We  wouldn't  be  able  to  support  that,  sir. 

Mr.  Allard.  We  are  trying  to  figure  out  how  this  company, 
Gold's  Gym  Enterprises,  Incorporated,  received  that  appropriation 
of  the  dollars  for  it. 

Mr.  Penny.  I  am  reminded  of  the  Purdue  chicken  commercials. 

Mr.  Allard.  What  kinds  of  checks  and  balances  do  we  have  on 
these  companies  as  to  who  gets  the  dollars? 

Mr.  Goldthwait.  Well,  we  have  a  very  serious  compliance  effort. 
We  go  around  to  the  individual  firms  that  are  participants.  We 
have  a  staff  of  several  people  that  goes  out  and  visits  them  and  au- 
dits their  records.  This  sort  of  thing.  I  am  not  familiar  with  the 
specifics  of  the  case  you  mentioned. 

Mr.  Allard.  Thank  you. 

Mr.  Penny.  I  think  we  have  covered  the  topic  pretty  well  here 
this  morning.  I  appreciate  your  participation  Mr.  Mendelowitz  and 
Mr.  Goldthwait. 

With  that,  we  want  to  move  on  to  the  next  panel.  That  includes 
Steven  Lovett,  vice  president  of  international  trade,  American  For- 
est and  Paper  Association;  Michael  Sparks,  acting  executive  direc- 
tor, Florida  Department  of  Citrus;  Tom  Wild,  potato  producer, 
Antigo,  Wisconsin;  and  Richard  Krajeck,  vice  president,  U.S.  Feed 
Grains  Council. 

We  welcome  you  to  the  committee.  We  would  ask  that  you  sum- 
marize your  remarks.  Your  entire  written  statement  will  be  in- 
cluded in  the  committee  record,  and  we  will  start  with  Mr.  Lovett 
and  then  proceed  in  the  order  in  which  you  are  introduced. 

STATEMENT  OF  STEPHEN  M.  LOVETT,  VICE  PRESIDENT, 
INTERNATIONAL  TRADE,  AMERICAN  FOREST  AND  PAPER  AS- 
SOCIATION 

Mr.  Lovett.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
testify  today. 

Ms.  Elizabeth  Ward  and  I  are  here  on  behalf  of  the  wood  prod- 
ucts industry,  representing  20  trade  associations  with  over  7,000 
company  members. 

Our  industry's  message  is  that  FAS  programs  are  effective  for 
the  U.S.  economy  and  for  U.S.  agriculture. 

MPP  helps  create  new  rural  jobs,  103,000  since  1985  relating  to 
the  wood  industry. 

MPP  is  a  revenue  earner.  Increased  wood  exports  alone  have 
raised  $345  million  in  increased  annual  Federal  tax  revenues,  more 
than  the  cost  of  the  entire  FAS  program. 

MPP  has  helped  hundreds  of  small  mills  stay  in  business. 

And  MPP  has  helped  double  wood  products  exports  to  $7  billion, 
easing  the  U.S.  trade  deficit. 

I  would  like  to  thank  you,  Mr.  Chairman,  for  your  strong  support 
of  FAS  programs  and  your  commitment  to  listen  and  work  with  us 
to  make  these  programs  effective.  We  know  that  your  commitment 
is  a  product  of  dedicated  work  on  the  part  of  you  and  your  staff 
to  gain  a  deep  understanding  of  the  program.  We  fear,  however, 
that  your  understanding  and  commitment  is  not  shared  by  others 
in  Congress  who  are  working  to  change  it. 
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Conceptually,  we  agree  with  concerns  such  as  graduation,  audits, 
and  small  business  participation.  However,  we  are  very  concerned 
that  Senator  Leahy's  proposal  to  legislatively  control  program  man- 
agement and  administration  will  be  counterproductive.  These 
changes  will  result  in  a  program  that  is  rigid,  ineffective  in  the 
marketplace,  and  unattractive  to  the  businesses  it  is  supposed  to 
help.  Zeal  to  reform  the  program  risks  losing  sight  of  the  goal: 
Strong  agricultural  exports. 

It  would  be  more  effective  to  define  performance  goals  by  which 
FAS  and  your  committee  would  be  able  to  ensure  that  entities  are 
performing  as  intended.  For  example,  if  the  programs  don't  perform 
or  have  completed  their  mission,  appropriate  actions  such  as  grad- 
uation could  be  taken.  However,  if  market  conditions  significantly 
change,  an  association  should  be  allowed  to  reenter  a  market  and 
recapture  losses. 

It  takes  many  years  for  our  industry  to  put  in  place  all  the  ele- 
ments necessary  for  successful  marketing.  Were  the  wood  products 
industry  to  be  graduated  from  the  FAS  program,  MPP  would  have 
created  a  golden  opportunity  for  our  competitors  to  step  in  and 
take  the  market. 

Even  when  we  are  well  established  in  a  market,  we  are  subject 
to  attacks  in  the  marketplace  by  competitors.  In  the  mid-1980's  the 
U.K.  brick  industry  took  65  percent  of  the  market  share  for  struc- 
tural wood  products — in  wood  frame  construction — which  was  later 
regained  thanks  to  MPP.  Had  we  graduated,  this  market  would 
have  been  permanently  lost. 

Therefore,  we  sincerely  look  forward  to  the  opportunity  to  work 
with  you  and  this  committee  to  develop  a  proposal  which  will  ac- 
complish your  objectives  while  improving  cost  efficiency,  manage- 
ment, and  effectiveness  of  the  program. 

Ms.  Ward  is  here  today  to  describe  the  impact  of  the  program  on 
small  producers. 

STATEMENT  OF  ELIZABETH  C.  WARD,  EXECUTIVE  DIRECTOR, 
AMERICAN  HARDWOOD  EXPORT  COUNCEL 

Ms.  Ward.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
speak  on  behalf  of  the  hundreds  of  small  companies,  the  majority 
with  less  than  150  employees  and  annual  production  under  $15 
million. 

The  AHEC  is  the  leading  international  trade  organization  for  the 
U.S.  hardwood  industry  with  75  small-  to  medium-size  companies 
and  13  trade  association  members,  representing  all  the  major  hard- 
wood products. 

U.S.  hardwood  exports  surpassed  $1.9  billion  in  1992,  a  dramatic 
increase  since  1986  when  exports  were  only  $500  million. 

The  FAS  programs  have  been  effective  for  our  industry  in  two 
important  ways:  They  have  introduced  large  numbers  of  small  pro- 
ducers to  the  export  market,  and,  second,  they  have  expanded  ex- 
ports, enabling  companies  to  stay  healthy  and  competitive,  espe- 
cially in  the  recent  recession. 

The  AHEC  is  one  of  the  best  examples  of  small  business  involve- 
ment from  the  wood  products  industry.  The  hardwood  industry  re- 
alized that  their  small  size  and  limited  profit  margins  prevented 
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them  from  serious  markets  overseas,  so  they  came  together  to  form 
an  association  in  order  to  access  FAS  funding. 

Since  their  initial  participation  in  the  program,  the  percentage  of 
production  of  many  companies  committed  to  export  has  doubled. 
Many  of  these  small  companies  credit  exports,  fueled  by  the  MPP 
program,  as  the  key  that  prevented  them  from  going  out  of  busi- 
ness in  the  industry's  recent  economic  downturn. 

Mr.  Chairman,  we  believe  that  FAS  programs  are  a  model  of  how 
the  best  talents  of  Government  and  the  private  sector  can  work  to- 
gether to  effectively  compete  in  the  international  market.  These 
programs  should  be  supported,  expanded,  and  duplicated  in  other 
areas  of  Government  and  are  not  deserving  of  the  criticism  and 
negative  press  that  today  threaten  to  tarnish  their  image  and  undo 
effectiveness. 

Mr.  Lovett  and  I  both  thank  you  for  the  opportunity  to  testify 
today  and  look  forward  to  working  with  you  to  insure  that  FAS 
programs  are  cost  efficient,  strategically  sound,  and  support  strong 
U.S.  agricultural  exports. 

[The  prepared  statement  of  Mr.  Lovett  and  Ms.  Ward  appears  at 
the  conclusion  of  the  hearing.! 

Mr.  Penny.  Thank  you. 

Mr.  Sparks. 

STATEMENT  OF  MICHAEL  W.  SPARKS,  ACTING  EXECUTIVE 
DIRECTOR,  FLORIDA  DEPARTMENT  OF  CITRUS 

Mr.  Sparks.  Good  morning.  My  name  is  Mike  Sparks,  and  I  am 
acting  executive  director  of  the  Florida  Department  of  Citrus. 

We  are  a  State  government  agency.  We  have  the  responsibility 
of  regulating,  researching,  and  promoting  Florida's  citrus  industry 
both  domestically  and  internationally. 

Historically,  and  again  this  year,  over  90  percent  of  our  budget 
is  spent  on  marketing  promotions.  We  are  a  major  participant  in 
the  MPP  program.  This  year  we  received  $7.7  million  from  the 
FAS,  and,  combined  with  our  contribution,  we  have  a  $14  million 
budget. 

Our  tax  base,  plus  the  fact  that  the  citrus  commission  is  made 
up  of  citrus  growers,  gives  the  department  a  direct  link  to  the  pro- 
ducer. Our  goal  is  to  increase  the  total  market  for  Florida  citrus 
products,  not  to  fight  over  share.  We  do  not  act  on  behalf  of  any 
one  individual  processor  nor  individual  backer. 

Our  international  marketing  budget  largely  funds  a  generic  pro- 
gram. For  example,  our  generic  program,  Florida  grapefruit,  is  pro- 
moted as  opposed  to  individual  brands.  This  year,  we  advertised, 
promoted,  and  conducted  public  relations  and  trade  activities  for 
Florida  citrus  products  in  16  countries. 

From  the  perspective  of  the  Florida  Department  of  Citrus,  MPP 
and  its  predecessor,  the  TEA  program,  have  been  quite  successful. 
These  programs  have  enabled  the  Florida  citrus  industry  to  triple 
our  grapefruit  export  revenue  from  $50  million  to  $150  million  an- 
nually. 

In  examining  suggested  legislative  changes  to  the  MPP,  we  sug- 
gest that  the  committee  keep  in  mind  that  the  program,  while  not 
perfect,  certainly  is  working.  And  we  hope  that  the  committee  will 
carefully  evaluate  all  suggested  changes  and  take  care  not  to  make 
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changes  that  will  impede  the  program's  effectiveness  or  create  ex- 
cessive regulatory  burdens. 

We  have  a  couple  of  comments  on  the  suggested  program 
changes.  In  addition  to  our  generic  program,  approximately  10  per- 
cent of  our  international  budget  is  directed  to  branded  programs. 
Our  branded  programs  are  different  from  generic  in  that  the  ex- 
porter directs  the  promotional  activities.  However,  these  activities 
are  subject  to  strict  department  of  citrus  regulation.  We  require 
performance  and  accountability  from  our  branded  participants  as 
well  as  their  financial  contribution.  It  is  not  a  giveaway  program. 

While  we  can  effectively  promote  Florida  fresh  grapefruit  on  a 
generic  basis,  Florida  orange  juice,  like  other  packaged  goods,  can 
only  be  promoted  effectively  on  a  brand  basis. 

We  think  the  FAS  guidelines  could  be  strengthened  to  encourage 
even  more  market  research  driven  programs.  For  example,  market 
research  tells  us  that  the  Japanese  prefer  eating  grapefruit  as  an 
afterdinner  dessert  rather  than  in  the  morning.  This  clearly  affects 
how  the  product  should  be  advertised  and  promoted. 

On  the  back  end,  of  course,  market  research  provides  a  valuable 
evaluation  tool  to  tell  you  whether  the  program  is  working.  And  if 
you  view  FAS  money  as  seed  money  to  develop  the  market  for  the 
long  term,  market  research  should  serve  as  its  foundation. 

In  concept,  we  think  that  graduation  terms  for  markets  rather 
than  for  participants  could  be  a  reasonable  modification  to  the  pro- 
gram. However,  we  are  concerned  about  the  5-year  limit.  Markets 
are  often  slow  to  build.  To  abandon  a  market  just  as  it  is  beginning 
to  pay  off  makes  no  sense. 

If  a  graduation  system  is  adopted,  we  believe  it  should  be  at  the 
discretion  of  the  Secretary. 

Regarding  monetary  contributions,  we  think  the  participant's  45 
percent  contribution  for  generic  programs  are  appropriate.  And,  in 
our  case,  the  Florida  citrus  grower  is  making  the  other  contribu- 
tion. 

With  regard  to  the  idea  of  allocating  a  percentage  of  MPP  funds 
to  small-  or  medium-sized  commercial  entities  that  are  beginning 
exporters,  we  do  not  believe  that  grower  returns  are  enhanced  to 
a  greater  degree  by  small  or  medium  firms.  Large  commercial  enti- 
ties are  legitimate  and  important  outlets  for  agricultural  commod- 
ities and,  in  many  cases,  are  best  equipped  to  handle  these  exports 
because  they  have  the  necessary  resource  and  expertise. 

It  takes  more  than  money  to  successfully  promote  and  market 
commodities  abroad.  MPP  participants  should  receive  promotional 
funds  based  on  proposed  programs,  performance,  and  on  a  propor- 
tionally equal  basis. 

Regarding  the  additionally  requirement,  we  have  struggled  in 
our  own  domestic  brand  rebate  programs  with  the  same  concept. 
For  a  number  of  years,  the  department  of  citrus  conducted  brand 
advertising  with  Florida  processors.  Of  course,  we  wanted  to  pay 
only  for  incremental  activities.  However,  we  have  never  found  a 
reasonable  way  to  assure  or  account  for  additionality,  and,  in  the 
end,  we  are  unconvinced  of  its  relevance. 

Regarding  the  suggestion  for  an  independent  audit,  we  think 
that  in  programs  with  numerous  internal  controls,  State  audits  and 
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strength  performance  documentations  are  adequate,  and  independ- 
ent audits  are  an  unnecessary  expense. 

In  closing,  with  Florida  production  exceeding  domestic  demand, 
we  will  need  a  place  for  our  surplus  orange  juice,  and  strong  export 
marketing  will  be  critical.  We  must,  therefore,  expand  our  inter- 
national marketing  opportunities.  New  markets  are  certainly  need- 
ed for  the  Florida  citrus  industry  to  prosper. 

We  urge  you  to  support  the  program  and  to  make  changes,  where 
possible,  that  will  enhance  the  effectiveness  of  the  program. 

[The  prepared  statement  of  Mr.  Sparks  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you. 

Mr.  Krajeck. 

STATEMENT  OF  RICHARD  KRAJECK,  VICE  PRESIDENT,  U.S. 

FEED  GRAINS  COUNCtt, 

Mr.  Krajeck.  Thank  you,  Mr.  Chairman. 

I  am  Mr.  Krajeck.  I  am  vice  president  of  the  Feed  Grains  Coun- 
cil, a  nonprofit  organization  that  develops  and  expands  export  mar- 
kets for  U.S.  feed  grains  through  a  network  of  11  international  of- 
fices. Support  for  the  council  comes  from  barley,  corn,  and  sorghum 
producers  throughout  the  United  States  and  from  leading  agri- 
business firms. 

Our  mission  is  to  build  profitability  for  the  U.S.  feed  grains  in- 
dustry through  development  and  servicing  of  export  markets.  And 
to  accomplish  this  the  council  builds  and  services  rational  overseas 
demands  for  U.S.  feed  grains  and  coproducts  and  cultivates  the  for- 
eign commitment  to  import  U.S.  feed  grains. 

We  have  two  basic  sources  of  funding:  Our  membership  and 
through  the  Federal  Government.  Our  membership  contributes 
through  checkoff  boards  and  through  direct  membership  fees. 

The  market  promotion  funding  has  allowed  the  council  to  in- 
crease export  expansion  programs  and  to  develop  innovative  ways 
of  addressing  new  markets  and  value-added  commodities  such  as 
corn  starches,  ethanol,  malt  and  specialty  grains. 

In  Brazil,  the  council  has  used  MPP  funds  to  regain  a  market 
that  had  been  lost  to  the  EC's  unfair  trade  practices.  Through  MPP 
programs,  we  were  able  to  send  samples  into  Brazil  and  use  tech- 
nical support  of  U.S.  maltsters  that  resulted  in  Brazil  purchasing 
14,000  metric  tons  of  malt  from  the  United  States  with  a  value  of 
$3.7  million.  These  were  the  first  sales  of  U.S.  malt  to  Brazil  in  20 
years. 

And,  as  an  offshoot  of  the  program,  a  sale  of  20,000  metric  tons 
of  barley  malt  has  been  sold  to  the  Dominican  Republic  with  a 
value  of  $6.5  million. 

When  Spain  and  Portugal  joined  the  European  Community,  we 
lost  those  markets.  But  through  MPP  programs  we  have  been  able 
to  introduce  the  value  of  using  corn  gluten  feed  in  the  rations  for 
dairy  animals.  Since  that  introduction  from  a  market  that  was 
zero,  that  is  now  500,000  metric  tons  annually,  or  $65  million  in 
value,  in  just  5  years. 

Also,  through  the  use  of  MPP  funds,  the  council  has  been  able 
to  provide  equipment  and  training  for  grain  quality  labs  in  Egypt 
that  has  resulted  in  a  major  reduction  in  the  number  of  grading 
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and  contract  disputes.  This  has  directly  encouraged  increased  im- 
ports of  U.S.  grains. 

Another  successful  program  has  been  the  market  education  pro- 
gram to  teach  grain  purchasers  from  around  the  world  how  to  buy 
from  the  United  States.  I  have  brought  a  few  copies  of  the  importer 
manual  for  your  review  that  have  been  translated  into  Spanish  and 
Arabic  and  have  been  distributed  worldwide. 

The  programs  that  the  council  has  completed  using  MPP  funds 
have  long-term  market  value  that  will  continue  to  return  dividends 
long  after  the  programs  are  concluded. 

The  council's  successful  use  of  MPP  funds  to  expand  exports  is 
due  to  our  already  existing  overseas  staffing  and  offices  and  the 
long-term  commitments  we  are  able  to  make  through  funding  from 
the  Foreign  Agricultural  Service  as  a  part  of  our  foreign  market  de- 
velopment program. 

The  President's  budget  specifically  reduces  the  funding  under 
this  program  by  $10  million  or  by  one-third.  We  have  been  able  to 
successfully  utilize  MPP  funds  because  of  the  market  promotion 
framework  we  have  already  established  under  the  foreign  market 
development  program.  So  for  cooperators  such  as  the  council,  both 
the  foreign  market  development  program  and  the  market  pro- 
motion program  are  interdependent. 

In  1991,  total  spending  by  USDA  on  former  and  foreign  market 
development  under  both  the  cooperator  program  and  MPP  was 
about  $185  million,  while  overseas  sales  of  U.S.  agricultural  prod- 
ucts totaled  $37.5  billion.  This  means  that  the  USDA  investment 
in  export  expansion  activities  was  less  than  one-half  of  1  percent 
of  the  total  value  of  U.S.  agricultural  exports. 

The  cooperators  and  the  MPP  participants  need  the  strong  sup- 
port of  Congress  to  ensure  that  funding  for  foreign  market  develop- 
ment is  restored  to  the  full  $33  million  and  funding  for  MPP  is 
maintained  at  the  proposed  $147  million.  This  action  is  critical  to 
U.S.  producers  in  view  of  the  reductions  in  price  support  programs 
and  the  pressure  to  obtain  more  income  from  domestic  and  export 
markets. 

Thank  you  for  the  opportunity. 

[The  prepared  statement  of  Mr.  Krajeck  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you. 

Mr.  Wild. 

STATEMENT  OF  TOM  WILD,  PRODUCER,  CENTRAL  WISCONSIN 

Mr.  Wild.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. 

My  name  is  Tom  Wild.  I  appear  before  you  this  morning  as  a  po- 
tato producer  from  central  Wisconsin  to  submit  comments  in  sup- 
port of  the  market  promotion  program.  My  knowledge  of  the  MPP 
is  based  on  my  observations  as  an  active  member  of  the  National 
Potato  Research  &  Promotion  Board  of  which  I  have  served  as  vice 
chairman  for  export  and  currently  serve  as  chairman. 

The  U.S.  potato  industry  has  long  recognized  the  importance  of 
developing  international  markets  for  our  products  and  initiated  its 
first  efforts  to  do  so  nearly  20  years  ago  in  cooperation  with  the 
Foreign  Agricultural  Service.  These  efforts,  as  well  as  those  con- 
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ducted  through  1985,  primarily  focused  on  introducing  frozen 
french  fries  to  Asia's  developing  quick-service  restaurant  trade 
through  product  demonstrations  and  participation  in  trade  shows. 

While  the  size  and  scope  of  these  activities  were  limited,  the  in- 
dustry was  largely  successful  in  establishing  U.S.  fries  with  the 
major  quick-serve  restaurant  chains  in  Japan,  Hong  Kong,  and 
Singapore.  By  the  end  of  1985,  the  export  volume  has  risen  to 
66,100  metric  tons,  as  compared  to  just  38,325  metric  tons  for 
1980,  an  average  annual  growth  rate  of  approximately  12  percent. 

With  the  promotional  assistance  afforded  the  potato  industry 
subsequent  to  the  introduction  of  the  TEA  program  in  1986  and  the 
current  MPP,  efforts  were  expanded  to  begin  reaching  the  mass 
populations  of  an  increasing  number  of  Pacific  Rim  nations  with 
larger,  more  effective  promotions  including  consumer  advertising 
and  cooperative  sales  promotions.  These  expanded  efforts  resulted 
in  immediate  and  significantly  greater  increases  in  the  export  vol- 
ume of  U.S.  frozen  potatoes. 

For  example,  the  industry's  generic  consumer  advertising  cam- 
paign in  Taiwan  during  1991  and  1992  attributed  to  a  phenomenal 
66-percent  increase  in  the  percent  of  housewives  between  the  ages 
of  25  and  49  which  have  never  purchased  frozen  potato  products 
at  a  retail  or  convenience  market. 

In  another  example,  the  industry  recently  assisted  a  local  quick- 
serve  restaurant  chain  in  the  Philippines  to  add  a  second  potato 
product  to  their  menu  on  a  permanent  basis.  This  cooperative  sales 
promotion  activity  included  support  for  the  chain's  consumer  adver- 
tising which  highlighted  the  new  product  and  the  development  of 
point-of-sale  materials  to  encourage  trial  and  repeat  purchase. 

As  a  result  of  the  success  of  these  and  other  promotional  activi- 
ties, the  export  volume  of  U.S.  frozen  potato  products  reached 
210,000  metric  tons  by  the  end  of  1992,  an  increase  of  323  percent 
from  only  10  years  earlier.  Parallel  to  this  sharp  rise  in  export  vol- 
ume was  the  corresponding  increase  in  the  total  value  of  all  U.S. 
potato  exports  which  currently  stand  at  approximately  $350  million 
annually. 

Potato  growers  like  myself,  as  well  as  the  entire  U.S.  potato  in- 
dustry, are  true  believers  in  the  cooperative  promotional  programs 
such  as  the  former  TEA  program  and  the  current  MPP.  We  have 
seen  the  impact  these  programs  have  had  on  our  industry  and  be- 
lieve that  the  growth  in  frozen  potato  exports  is  truly  a  success 
story  which  illustrates  the  impact  of  programs  of  this  nature. 

Export  volume  growth  rates  for  the  5  years  prior  to  the  imple- 
mentation of  these  programs  increased  12  percent  annually.  How- 
ever, in  the  5-year  period  following  their  implementation,  growth 
rates  soared  to  25  percent  annually. 

The  impact  of  the  industry's  successful  international  efforts  has 
been  felt  by  every  potato  producer  in  the  United  States.  The  devel- 
opment of  markets  worldwide  has  provided  U.S.  potato  growers 
with  a  growing  and  reliable  outlet  for  production  surpluses  which 
would  otherwise  be  disastrous  to  domestic  prices  received  by  the 
producers. 

Dr.  Guenthner  of  the  University  of  Idaho  has  suggested  that  the 
domestic  potato  prices  will  rise  by  4  percent  for  each  additional  1 
percent  of  production  removed  from  the  U.S.  supply  via  the  export 
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market.  Assuming  an  average  crop  size  of  385  million  hundred- 
weight and  the  price  of  $6  per  hundredweight,  each  additional  1 
percent  of  exports  would  return  an  additional  $70  million  to  U.S. 
potato  growers.  Given  that  the  U.S.  export  volume  has  increased 
from  just  2  percent  of  domestic  production  in  1985  to  nearly  6  per- 
cent of  domestic  production  for  1992,  the  benefit  to  U.S.  potato 
growers  and  the  U.S.  economy  resulting  from  the  increased  potato 
exports  has  been  substantial. 

While  some  have  criticized  USDA,  in  particular  the  FAS,  for 
their  management  and  oversight  of  the  TEA  and  MPP,  I  suggest 
that  they  have  implemented  the  necessary  steps  to  effectively  ad- 
minister the  MPP  now  and  in  the  future.  I  also  applaud  the  greater 
emphasis  which  FAS  has  placed  on  evaluation  and  strategic  plan- 
ning. These  steps  have  undoubtedly  strengthened  and  enhanced 
the  effectiveness  of  activities  undertaken  by  the  program  partici- 
pants. 

In  the  case  of  the  potato  industry,  I  know  that  to  be  true.  Nu- 
merous changes  in  programs  and  strategic  direction  have  been  im- 
plemented in  response  to  evaluations,  and  just  last  year,  at  the  en- 
couragement of  FAS,  our  potato  industry  conducted  its  first  ever 
long-range  planning  session. 

Results  such  as  those  posted  by  the  U.S.  potato  industry  have 
made  me  a  true  believer  in  international  promotion.  I  hope  that  by 
hearing  of  the  potato  industry's  success,  as  well  as  the  success  sto- 
ries of  other  industries,  you  will  agree  that  the  MPP  is  effectively 
achieving  the  results  as  intended  by  Congress:  To  expand  U.S.  ag- 
ricultural exports. 

The  MPP  is  important  not  only  to  the  U.S.  potato  industry  but 
to  all  of  U.S.  agriculture,  and  must  be  maintained  if  U.S.  agri- 
culture is  to  aggressively  compete  internationally.  However,  fund- 
ing reductions  and  implementation  of  policies  which  restrict  the 
participation  and  activities  of  the  program  participants  will  only 
erode  the  effectiveness  of  the  MPP.  I  urge  you  to  take  great  care 
in  considering  any  amendments  to  this  highly  successful  program 
which  would  further  reduce  funding  or  impose  additional  and  more 
restrictive  qualification  requirements. 

I  thank  you  for  the  opportunity  and  the  privilege  to  enter  my 
comments  in  support  of  the  MPP  into  the  record. 

[The  prepared  statement  of  Mr.  Wild  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Mr.  Lovett,  you  mentioned  in  your  testimony  per- 
formance goals.  If  I  am  correct,  you  suggested  that,  rather  than 
more  rigid  standards  and  eligibility  requirements  as  spelled  out  in 
law,  that  we  simply  hold  USDA  accountable  for  performance  goals 
for  the  overall  program.  And  as  long  as  those  goals  are  being 
achieved  that  we  would  not  impose  legislated  restrictions  in  any 
way. 

What  do  you  have  in  mind  in  terms  of  performance  goals?  What 
are  the  appropriate  performance  objectives? 

Mr.  Lovett.  A  lot  of  that  has  been  covered  earlier  in  the  testi- 
mony of  the  previous  panel.  FAS  has  been  moving  very  strongly  in 
the  direction  of  the  strategic  planning  which  requires  the  establish- 
ment of  quantitative  benchmarks  in  many  different  areas.  Depend- 
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ing  upon  what  the  promotion  program  activity  is,  we  set  goals  and 
benchmarks  to  measure  progress  or  success  in  some  way. 

FAS  is  moving  much  more  toward  this  quantitative  measure- 
ment of  success  against  a  benchmark,  and  that  is  the  kind  of  move- 
ment that  should  be  encouraged  in  this  process. 

Mr.  Penny.  In  your  discussion  you  mentioned  specifically  a  situa- 
tion involving  Japan,  wood  products  moving  into  Japan.  Were  the 
problems  in  the  Japanese  market?  Were  they  related  to  bureau- 
cratic barriers? 

Mr.  Lovett.  I  was  very  interested  in  the  conversation  this  morn- 
ing, Mr.  Chairman.  The  problems  in  Japan  were  definitely  bureau- 
cratic barriers.  We  didn't  use  MPP  funds  to  attack  those  trade  bar- 
riers, but  we  did  use  MPP  to  heighten  the  visibility  of  our  product 
in  the  marketplace.  And  that  heightened  visibility  put  tremendous 
pressure  on  the  Japanese  Government  to  change  their  bureaucratic 
barriers  and  put  good  pressure  on  our  Government  to  make  sure 
that  they  did  it.  I  think  the  pressure  was  effectively  felt  on  both 
sides  and  it  was  a  positive  result. 

So  I  think  that  market  development  and  trade  policy  initiatives 
can  be  effectively  conducted  together  to  the  good  success  of  both. 
And  if  you  don't  have  one,  you  can't  have  the  other.  They  really  do 
go  hand  in  glove. 

Mr.  Penny.  I  know  that  there  are  a  variety  of  variables  in  the 
case  of  all  the  commodities  that  we  have  discussed  this  morning. 
But  has  your  organization  or  have  the  other  groups  represented 
here  this  morning  attempted  to  quantify  the  portion  of  export 
growth  that  they  would  attribute  to  the  additional  export  campaign 
made  possible  by  MPP  support,  MPP  funding? 

Mr.  Krajeck.  The  Feed  Grain  Council  has  tried  in  a  series  of 
ways  of  looking  at  countries  to  see  what  market  development — we 
were  looking  overall  at  how  Federal  moneys  are  working,  and  it  is 
a  very  long  and  expensive  process. 

Mr.  Penny.  If,  for  example,  you  see  a  25-percent  increase,  some 
of  that  might  be  attributed  to  normal  growth — natural  growth. 

Mr.  Krajeck.  Right. 

Mr.  Penny.  But  the  remainder  of  that  would  be  attributed  to 
your  overall  market  development  effort.  If  10  percent  of  that  is 
MPP  money,  you  can  kind  of  siphon  this  down  to  some  number, 
can't  you? 

Mr.  Krajeck.  I  think  it  would  work  unless  GAO  audits  it,  be- 
cause any  formula  that  you  would  use  is  highly  suspect. 

Mr.  Penny.  I  understand,  but  for  the  purposes  of  our  work  here 
and  for  the  purposes  of  your  defense  of  the  program,  we  have  to 
do  the  best  job  possible  of  demonstrating  to  the  public  that  this 
really  didn't  contribute  to  market  growth. 

Mr.  Krajeck.  And  we  have  tried  it  through  economic  models  to 
measure  that. 

Mr.  Penny.  I  know  that  the  approach  I  took  was  simplistic,  but 
as  I  go  to  the  coffee  shops  of  my  district  that  is  how  they  want  it 
explained.  They  want  to  know  that  if  you  are  spending  money  and 
10  percent  of  that  is  MPP  money,  is  it  safe  to  say  that  the  added 
exports  are  attributable  to  the  MPP  support?  And  I  want  to  know 
if  it  is  safe  to  say  yes  or  do  you  have  to  give  a  qualified  yes. 

Mr.  Krajeck.  We  say  yes  to  our  members. 
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Mr.  Penny.  So  I  can  say  yes  to  my  constituents? 

Mr.  Krajeck.  Yes.  It  is  the  same  people. 

Mr.  Lovett.  Mr.  Chairman,  this  relates  to  your  first  question  of 
how  to  measure  results  and  how  to  set  performance  goals.  What 
FAS  is  doing  right  now,  at  least  in  our  case,  is  that,  on  an  activity- 
by-activity  basis,  we  are  required  to  set  up  evaluation  procedures 
so  that  we  can  see  that  we  are  getting  results. 

Overall,  it  is  very  difficult  to  do  this.  To  say  that  all  $3  billion 
in  increased  exports  of  the  wood  products  industry  relates  to  MPP 
would  be  preposterous.  On  the  other  hand,  if  you  can  evaluate  a 
specific  activity,  and  show,  for  example,  that  you  have  just  begun 
a  new  promotion  of  tulipwood  in  the  Italian  market  and  that  you 
do  get  an  increase  in  exports,  then  you  can  show  that  your  program 
is  effective. 

I  think  that  setting  up  evaluation  procedures  in  a  specific  market 
to  measure  the  goals,  you  can  get  a  strong  indication:  Does  the  pro- 
gram work? 

Mr.  Penny.  I  have  other  questions,  but  I  will  let  Mr.  Dooley  go 
at  this  point. 

Mr.  Dooley.  Have  any  of  your  organizations  or  associations  or 
people  who  you  have  provided  funds,  MPP  funds,  been  contacted  by 
the  GAO  to  your  knowledge? 

Mr.  Krajeck.  We  have. 

Mr.  Lovett.  Yes,  we  have. 

Mr.  Sparks.  And  audited. 

Mr.  Penny.  Everybody  is  nodding  their  head  yes.  I  just  want  to 
make  sure  that  the  record  reflects  the  response. 

Mr.  Dooley.  Mr.  Wild,  I  would  be  interested  in  some  of  your 
comments.  You  are  talking  about  potatoes,  and  I  would  assume 
that  you  have  been  involved  in  both  perhaps  generic  as  well  as 
branded  in  the  promotion  or  has  it  been  primarily  the  branded? 

Mr.  Wild.  Our  program  has  dealt,  basically,  with  the  generic 
over  the  years.  We  are  in  the  second  year  of  our  branded.  It  is  pre- 
mature to  draw  conclusions,  but  in  August  we  have  a  food  show  in 
Mexico  where,  normally,  it  would  be  our  board  going  down  and 
having  booth  space.  But,  through  the  branded  program,  we  will 
have  the  individual  companies  going  down,  and  we  don't  have  to. 
We  feel  that  is  a  step  in  the  right  direction. 

We  have  companies  down  there  that  are  able  to  sign  contracts 
and  take  orders.  We  are  not  able  to  do  that. 

Mr.  Dooley.  Was  the  MPP  a  critical  factor  in  getting  the  co- 
operation of  the  private  labeled  companies  to  participate  in  a  pro- 
gram such  as  that? 

Mr.  Wild.  Yes,  I  believe  it  is  critical  to  the  fact  that  we  can  get 
these  companies  to  come  together  and  work  with  us  as  one  group 
to  assist  them  in,  say,  Mexico  or  in  the  Russian  markets  rather 
than  each  one  doing  it  individually.  It  becomes  ineffective  and  inef- 
ficient. And  we  can  serve  as  a  central  service  point  for  them  to  as- 
sist them  in  various  ways. 

As  far  as  the  branded  program  goes;  that  was  what  you  specifi- 
cally asked. 

Mr.  Dooley.  Yes. 

I  would  be  interested  in  anyone's  comment  on  the  GAO  audits. 
When  they  come  in  to  do  an  audit,  do  they  also  get  involved  in  a 
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discussion,  getting  feedback — all  of  you — of  how  you  think  the  pro- 
gram can  be  improved  upon  or  is  it  just  an  audit?  I  am  just  curious 
if  you  have  any  comments.  Mr.  Sparks. 
Mr.  Sparks.  The  audit  is  primarily  a  financial  audit. 
I  have  to  say  that  as  a  State  agency  we  are  scrutinized  by  the 
State  comptroller,  the  State  auditor  general,  in  addition  to  the  cit- 
rus industry  and  the  GAO  audit  and  a  detailed  audit  of  almost 
every  line  item.  It  is  truly  a  financial  audit,  but  there  are  consider- 
ations all  the  time  about — what  about  effectiveness?  What  about 
evaluations?  You  made  these  claims.  How  did  you  document  those? 
What  kind  of  research  do  you  have? 

It  takes  it  a  step  toward  performance  audits,  but,  in  our  case,  it 
is  primarily  a  financial  audit. 

Mr.  Wild.  I  know  that  the  audits  of  our  board  are  very  detailed 
and  very  precise,  and  you  have  to  be  very  documented  and  that 
type  of  thing. 

But,  rather  than  the  audit,  we  rely  on  our  evaluation  and  long- 
range  planning  in  setting  our  goals  to  that  effect,  rather  than  the 
actual  past  tense.  Bring  that  forward.  That  is  in  line.  But  set  it 
with  our  long-range  planning.  Set  our  future  goals  in  the  plan  we 
are  writing  at  that  point. 
Mr.  DOOLEY.  Mr.  Lovett. 

Mr.  Lovett.  Every  program  is  evaluated.  That  is  a  kind  of  audit. 
We  have  our  own  association's  financial  audit.  FAS  compliance  au- 
dits us.  And  we  just  finished  the  audit  by  GAO.  I  think  this  is  a 
very  well-scrutinized  program. 

The  GAO  audit  in  our  case  was  a  performance  audit.  Why  aren't 
value-added  products  going  into  such  and  such  a  market?  They 
were  looking  at  that  closely. 
Mr.  Dooley.  Thank  you. 
Mr.  Allard,  I  am  concluded  at  this  point. 

Mr.  Allard  [assuming  chair].  The  chairman  had  to  go  vote  so  he 
asked  that  I  would  ask  a  few  questions,  and  then  I  will  ask  Con- 
gressman Canady  if  he  would  like  to  ask  a  few  questions. 

If  we  were  to  take  and  work  out  a  ratio  where  we  said  if  you 
were  to  promote  a  product  in  trying  to  export  not  only  the  specific 
product  but  perhaps  the  commodity  that  is  tied  in  with  it — say  it 
was  oranges  from — orange  juice  from  Florida. 

If  we  had  a  provision  that  said  that  50  percent  of  that  money  to 
promote  the  product  in  Japan  would  be  for  promoting  the  idea  that 
American  oranges  are  the  best  and  then  50  percent  would  be 
picked  up  by  the  company,  say  Sunkist,  to  say  that  Sunkist  is  the 
product  you  should  be — or  if  it  was  50  percent  and  25  percent — and 
it  would  be  based  on  the  amount  of  time,  if  it  is  an  airtime  ad,  or 
the  amount  of  space  if  it  was  a  print  ad,  would  this  be  a  workable 
solution? 

Some  of  the  criticism  we  are  getting  is  that  we  have  some  com- 
pany that  takes  the  whole  ad  and  is  accused  of  being  subsidized. 
It  seems  to  me  like  this  might  be  a  way  of  beginning  to  resolve 
that,  where  we  break  out  the  differences  between  the  company 
costs  and  the  program  costs  through  the  Department  of  Agriculture 
and  then  apportion  it  out  equally.  And  if  the  program  pays  for  25 
percent  on  American  orange  juice  then  that  picked  up  by  the  De- 
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partment  of  Agriculture,  not  to  exceed  50  percent  more  than  what 
any  of  the  companies  are  paying. 

What  type  of  a  plan  or  how  would  you  respond  to  that  idea? 

Mr.  Sparks.  We  have  a  program  not  unlike  that  right  now.  But, 
before  I  start,  I  have  to  go  on  record  that  Sunkist  is  a  California 
processor,  not  Florida. 

Mr.  Allard.  You  have  to  forgive  me.  I  am  from  Colorado,  and 
we  grow  wheat. 

Mr.  Sparks.  Our  branded  program  requires  some  strict  perform- 
ance where  the  individual  processor,  whether  it  is  a  Minute  Maid 
or  a  Tropicana,  would  have  to  have  a  certain  performance  level. 
But,  in  addition,  they  also  contribute  dollars.  So  there  are  FAS  dol- 
lars involved,  there  are  department  of  citrus  dollars  involved  and 
the  processor's  dollars  involved. 

So  there  are,  basically,  three  funds  that  support  our  branded  pro- 
grams. So,  in  fact,  they  do  add  to  the  finances. 

And  then  we  request  things  like  Florida  and  the  brand  name 
have  equal  billing,  if  you  will.  And,  in  addition,  we  looked  at  what 
type  of  advertising  we  will  allow  for  reimbursement:  television, 
media,  consumer-type  advertising;  not  discounts  of  the  product. 

So  you  could  take  that  concept  thing  you  described  and  incor- 
porate that  into  a  brand  program.  We  do. 

Mr.  Allard.  Do  we  have  any  other  comments  from  members  in 
this  panel  as  far  as  that  suggestion  is  concerned?  Is  that  something 
that  you  could  live  with  that  you  think  would  be  appropriate? 

Mr.  Wild. 

Mr.  Wild.  Yes,  sir.  I  feel  in  the  potato  industry  that  I  am  famil- 
iar with  that.  We  do  have  attrition  in  the  fact  that  as  our  program, 
as  cooperators,  as  we  evolve  and  the  market  expands,  there  has 
been  an  effort  to  reduce  and  the  funding  levels  with  third  parties 
involved  over  in  Asia  is  that  we  are  putting  in  5  or  10  percent  of 
certain  promotions  and  even  less  because  they  want  to  move  into 
outlying  areas. 

I  know  Japan  was  mentioned  several  times  this  morning.  In  that 
particular  market  is  our  largest  volume  of  export,  and  we  con- 
centrated in  Tokyo  and  working  in  Osaka,  but  we  are  only  address- 
ing 30  percent  of  the  market  in  that  country.  And  through  local 
evaluations  in  those  countries  and  research,  we  find  that  we  can 
direct  dollars  to  the  newer,  quick-service  restaurants  that  are  open- 
ing up  in  the  outlying  areas  and  expanding  our  market.  Even 
though  looking  small  in  percentagewise,  it  is  high  volume  and  lots 
of  dollars. 

So  we  are  expanding  them  out  and  getting  a  great  return  on  our 
investment  with  the  MPP  funds. 

Mr.  Allard.  I  would  agree  that  the  market  promotion  program 
is  important  and  very  helpful  and  an  emphasis  that  we  ought  to 
have  in  exporting  American  products. 

My  question  is,  do  you  think  that  we  could  divide  that  out  be- 
tween public  expenditure  of  funds  and  private  dollar  funds  propor- 
tionately so  that  you  would  avoid  the  criticism  of  a  subsidy  for  a 
specific  company? 

Mr.  Wild.  One  thing  we  tackle  in  the  potato  industry  is  that  in 
each  country  that  we  go  into,  the  McDonald's  or  Burger  King  or 
whoever  it  might  be  has  the  freedom  in  that  country  to  choose  its 
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suppliers.  It  can  choose  U.S.  potatoes,  Australian,  and  it  can  do  the 
same  with  beef. 

So  any  time  you  can  work  with  dollars,  you  get  people  to  listen. 
You  work  through  programs,  and  we  are  able  to  get  in  and  estab- 
lish a  quality  mark  with  that  country. 

Mr.  Allard.  Let  me  explain  to  you  how  I  would  visualize  it, 
working  with  a  company  like  McDonald's  and  potatoes,  that  they 
could  advertise — that  they  could  do  75  percent  of  the  ad — if  it  was 
a  printed  ad,  they  could  use  75  percent  of  that  ad  that  says  that 
McDonald's  is  the  company  to  go  with.  If  25  percent  of  that  ad  is 
MPP  dollars,  then  25  percent  of  that  ad  would  have  to  say  that  the 
American  potato  is  the  best  potato.  Would  you  have  a  problem  with 
that  approach? 

Mr.  Wild.  The  proportion  of  the  investment  reflecting  the  size  of 
the  ad?  I  don't  know  that  that  is  feasible. 

We  are  always  present  on  the  ads  in  terms  of  potatoes  from  the 
U.S.A.  And  I  think  that  the  proportion  of  our  dollar  investment  to 
the  total  program  is  quite  low.  They  are  down  in  the  single  digit 
or  10  percent  range.  I  can't  quantify  that  for  you  and  give  you  a 
strict  answer.  But  something  like  that,  that  gets  too  restrictive. 

It  varies  if  you  are  breaking  into  the  market;  what  the  sentiment 
is  in  that  country  for  U.S.  products.  Sometimes  we  are  trying  to  get 
a  following  for  the  quality  of  the  U.S.  potato,  and  there  is  anti-U.S. 
sentiment  in  some  of  these  countries.  We  have  to  be  careful  how 
we  portray  U.S.  products  while  we  try  to  get  a  following  in  that 
particular  country. 

Mr.  Allard.  But  we  don't  want  to  lose  the  basic  concept  that  we 
are  promoting  American  commodities  overseas,  and,  to  me,  that  is 
the  only  way  that  we  can  justify  the  department  of  Agriculture  in- 
come there,  that  we  promote  these  as  commodities  and  we  work 
with  private  companies  in  doing  that  in  a  manner  that  both  would 
benefit. 

And  if  we  have  an  anti-American  sentiment,  maybe  an  ad  could 
correct  that  sentiment.  Again,  it  would  happen  in  a  way  that  could 
improve  the  image  of  America. 

And  so  that  is  what  I  am  trying  to  think  through  in  my  own 
mind  that  that  would  be  a  plausible  approach. 

Any  other  comments  from  the  panel  on  that? 

Nobody  wants  to  comment. 

OK  Congressman  Canady. 

Mr.  Canady.  I  want  to  thank  each  of  the  panelists  for  being  here 
today,  especially  Mr.  Sparks  for  being  here  since  he  is  from  my  dis- 
trict. 

I  would  like  to  ask  Mr.  Sparks  a  couple  of  questions.  In  your  tes- 
timony you  mentioned  the  market  research  you  had  done  with  re- 
spect to  Japanese  grapefruit  eating  habits  and  the  importance  that 
that  plays  in  structuring  the  promotion  program.  Could  you  elabo- 
rate on  the  role  that  market  research  does  play  in  the  activities 
that  you  carry  out  under  the  market  promotion  program? 

Mr.  Sparks.  Sure.  In  fact,  on  our  international  efforts  during  the 
last  4  years,  we  believe  the  market  research  is  an  integral  part  of 
our  marketing  mix,  if  you  will.  We  spent  over  $1  million  in  the  last 
4  years. 
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On  our  domestic  programs  we  spend  at  least  $1  million  annually 
just  to  be  sure  that  the  proper  message  is  being  taken  to  the 
consumer.  Certainly,  market  research  is  part  of  the  evaluation 
process,  but  when  it  was  asked  of  us  what  ways  could  we  possibly 
improve  the  program,  this  might  be  one  area;  to  use  the  market  re- 
search on  the  up-front,  before  you  get  in.  Before  we  spend  those  tax 
dollars  or  our  own  dollars,  look  hard  at  the  market  on  the  up-front 
side  to  make  sure  that  those  dollars  are  just  on  point. 

So  market  research  continues  to  be  an  integral  part  of  our  mar- 
keting mix. 

Mr.  Canady.  I  thank  you.  I  think  that  is  something  that  we 
should  bear  in  mind  as  we  are  looking  at  proposals  to  make  adjust- 
ments in  the  market  promotion  program. 

Another  question  I  have  for  you,  Mr.  Sparks,  is  could  you  tell  us, 
based  on  your  knowledge  and  experience,  how  the  Florida  Depart- 
ment of  Citrus's  oversight  and  management  of  its  program  would 
differ  from  other  MPP  participants? 

Mr.  Sparks.  Well,  primarily,  our  dollars  are  nearly  all  spent  on 
a  generic  promotion.  OK?  So  the  brand  participation  is  a  smaller 
factor. 

But,  inasmuch  as  we  are  a  State  agency,  the  State  of  Florida  is — 
certainly  it  takes  second  place  to  no  one  in  terms  of  regulatory  doc- 
umentation of  expenditures.  So  we  have  that  system  already  estab- 
lished whereby  we  can  participate  with  this  particular  Federal  pro- 
gram with  little  or  no  difficulty.  The  internal  controls  are  in  place, 
and,  as  such,  we  can  participate  quite  easily. 

That  is  why  we  would  question  if  there  was  additional  audits  to 
be  done,  if,  in  fact,  the  organizations  already  have  adequate  con- 
trols. We  see  it  unnecessary  to  spend  additional  dollars  for  the 
independent  audit.  That  was,  again,  another  suggested  change  to 
the  program. 

Mr.  Canady.  One  final  question.  Does  the  Florida  citrus  industry 
receive  any  other  price  support  or  assistance  from  the  Federal  Gov- 
ernment other  than  the  market  promotion  program? 

Mr.  Sparks.  No.  This  is  the  only  program  in  which  we  receive 
any  outside  support.  We  receive  no  dollars  in  the  general  revenue 
from  the  State  of  Florida.  All  the  dollars  that  fund  our  operations 
are  paid  for  by  the  Florida  citrus  growers.  They  pay  a  tax  on  a  per 
box.  That  funds  our  operation. 

The  only  exception  is  the  FAS  program  that  we  have  participated 
in  since  the  inception,  the  last  6  years. 

Mr.  Canady.  Thank  you,  Mr.  Sparks.  That  is  all  that  I  have. 

Mr.  Allard.  Thank  you,  Mr.  Canady. 

I  would  like  to  follow  up  on  your  audit  comments.  When  you  do 
an  internal  audit,  who  do  you  have  doing  the  audit? 

Mr.  Sparks.  Well,  the  State  requires  that  the  State  of  Florida 
auditor  general  does  statewide  audit.  That  is  the  primary  audit. 

We  do  have  a  small  in-house  shop  that  looks  at  the  other  activi- 
ties. 

Mr.  Allard.  So  your  point  is  when  the  State  does  their  audit, 
why  should  the  Department  of  Agriculture  do  another  one  on  top 
of  that  which  tends  to  be  a  duplication. 

Mr.  Sparks.  Or  another  independent  audit  on  top  of  that. 

Mr.  Allard.  So  we  have  three  audits  that  could  occur? 
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Mr.  Sparks.  So  that  was  just  one  proposal  that  we  heard. 

Mr.  Allard.  What  if  we  had  a  proposal  that  said  either/or?  Ei- 
ther an  independent  audit  or  a  State  audit  or  a  Federal  audit.  If 
we  made  that  a  CFA,  would  that  be  too  rigorous  a  requirement? 

Mr.  Sparks.  No,  I  think  that  would  be  fine.  Since  we  don't  pay 
for  the  State  audit,  we  would  not  want  to  make  the  additional  ex- 
penditure of  the  CPA  audit.  The  State  auditor  would  just  continue 
to  do  the  audit  function  for  us. 

Mr.  Allard.  I  have  a  generic  question  for  you,  and  I  would  like 
to  have  all  of  you  respond.  If  we  were  to  eliminate  the  market  pro- 
motion program,  what  effect  would  that  have  on  your  organizations 
and  the  export  of  your  products  and  how  much  do  you  think  it 
would  affect  your  share  of  the  world  markets?  Ms.  Ward. 

Ms.  Ward.  My  organization  was  formed  partially  to  access  these 
funds,  and  it  represents  a  real  unity  for  the  hardwood  industry 
which  has  regionalized  and  product-specific  associations  by  North- 
east, Southeast  and  by-products.  They  all  came  together  to  do  this 
overseas  program. 

I  think  it  would  dramatically  affect  the  hardwood  industry.  We 
don't  have  a  huge  domestic  budget  for  what  we  do.  It  basically 
funds  administration  of  the  program  which  is  required.  We  have 
made  a  lot  of  inroads  with  the  FAS  program,  and  we  are  starting 
to  make  new  inroads  in  Southeast  Asia  and  China,  which  we  would 
have  to  cut  back  dramatically  and  would  probably  only  be  able  to 
have  one  or  two  staff  people  overseas  and  a  small  publications  pro- 
gram. It  would  be  dramatic. 

Mr.  Penny.  Mr.  Lovett. 

Mr.  Lovett.  Just  to  add  to  Ms.  Ward's  comment,  the  profit  mar- 
gins in  our  industry  are  extremely  slim.  Except  for  the  very  large 
companies,  I  don't  think  that  you  would  find  that  the  small-  to  me- 
dium-sized companies,  which  is  90  percent  of  the  industry,  would 
be  selling  overseas. 

We  also  have  an  issue  prominent  in  the  press,  the  demand  for 
log  exports.  The  FAS  program  only  promotes  value-added  products, 
not  raw  materials.  The  $260  in  increased  exports  for  every  FAS 
dollar  spent  since  1985  would  be  jeopardized  if  we  were  to  com- 
pletely pull  out  of  the  program  both  in  Europe  and  in  Asia. 

Mr.  Allard.  Mr.  Sparks. 

Mr.  Sparks.  We  look  forward  through  the  year  2000,  and  we 
have  an  interesting  situation  with  the  citrus  industry  in  the  State 
of  Florida.  We  certainly  have  recovered  from  the  freezes  of  the 
1980's,  and  we  are  anticipating  huge  crops  in  the  future — huge 
crops — where  in  the  next  3  or  4  years  we  will  be  exporting  or  we 
will  need  to  export  because  the  domestic  demand  will  be  less  than 
our  total  supply  of  grapefruit  and  orange  juice. 

With  that  background,  with  huge  crops  in  the  future,  and  rec- 
ognizing that  FAS  contributes  right  at  50  percent  of  our  inter- 
national budgets,  to  lose  this  program  would  be  very  difficult  for 
a  Florida  citrus  grower.  Currently,  its  returns  are  marginal.  And 
to  pick  up  that  additional  expense  would  be  very  difficult  for  him 
to  absorb. 

So  this  is  a  major  part  of  our  market  effort,  and  it  would  be  dif- 
ficult to  lose  this  program. 

Mr.  Allard.  Mr.  Krajeck. 
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Mr.  Krajeck.  From  the  feed  grain  sector,  I  believe  that  we  would 
probably  see  a  decrease  of  close  to  50  percent  in  our  availability  to 
market  in  the  areas  that  we  are  currently  marketing.  We  have  11 
overseas  offices.  I  would  guess  that  it  would  result  in  closing  be- 
tween five  and  six  of  those  offices  which  could  leave  substantial  re- 
gions uncovered  in  terms  of  developing  new  markets  for  U.S.  feed 
grains. 

Mr.  Allard.  Mr.  Wild. 

Mr.  Wild.  In  our  potato  industry  situation,  the  elimination  of  the 
funds  or  drastic  reductions  would  seriously  curtail  our  program 
drastically  because  as  a  grower-assessed  organization  to  come  up 
with  the  original  funding  to  initiate  putting  together  a  plan  and 
working  with  it  we  just  do  not  have  the  dollars  to  go  into  an  export 
program. 

We  are  working,  basically,  with  an  excess  supply.  That  is  one  of 
the  things  that  the  growers  are  good  at.  We  can  oversupply  the 
market.  And  the  only  way  that  we  generally  come  up  with  very 
good  prices  on  our  marketing  is  the  fact  that — when  there  is  a  re- 
duction for  some  reason. 

It  is  a  price-sensitive  market.  We  work  a  ratio  that  is  between 
a  money-type  graph  set  up  by  Dr.  Guenthner  to  show  that  there 
is  a  4  to  1  increase.  So  1  percent  left  back  in  this  country  reduces 
our  return  to  growers  by  1  percent  which  can  be  drastic  in  our 
business. 

So  we  are  involved  in  some  negotiations  that  are  going  on  with 
countries  where  FAS  funds  are  not  available  at  this  point  and  ne- 
gotiations to  bring  U.S.  products  to  that  country  have  stalled  out 
for  up  to  6  months.  It  is  that  close  that  they  are  negotiating  down 
to  the  final  pennies  on  it. 

Whereas  I  think  if  the  funds  were  available,  we  would  be  able 
to  move  into  that  market  right  now  and  establish  the  demand  for 
U.S.  quality  products  as  opposed  to  domestic  products. 

Mr.  Allard.  Thank  you.  I  yield  back  to  the  chairman. 

Mr.  Penny  [resuming  chair].  Mr.  Canady. 

Mr.  Canady.  I  have  already  had  my  shot. 

Thank  you. 

Mr.  Penny.  I  want  to  find  out  about  the  assertion  by  Mr.  Wild 
that  a  1-percent  increase — is  it  a  1-percent  increase  in  exports  or 
a  1-percent  increase  in  total  market  share  that  translates  into  a  4- 
percent  increase  for  price  for  the  producer? 

Mr.  Wild.  A  1-percent  reduction  removed  from  the  U.S.  supplies. 
A  1-percent  increase  in  export  from  the  U.S.  domestic  supply  would 
yield  us  a  4-percent  increase. 

Mr.  Penny.  And  that  has  also  been  borne  out  by  your  experience 
in  the  last  few  years  where  you  have  seen  those  increased  levels 
of  export? 

Mr.  Wild.  Right. 

Mr.  Penny.  Twenty-five  percent  annual  growth  in  the  export 
market  which  is  translated  into  what  percent — what  percent  with- 
drawal from  the  domestic  supply?  The  25-percent  increase  trans- 
lates into — in  exports  translates  into  what  percent  of  the  domestic 
supply? 

Mr.  Wild.  Currently  I  believe  we  are  at  just  over  6  percent  of 
domestic  supply  that  is  exported. 
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Mr.  Penny.  Is  exported? 

Mr.  Wild.  Yes. 

Mr.  Penny.  So  if  we  continue  a  25-percent  increase  in  exports, 
we  are  going  to  be  withdrawing  another — 1.5  to  2  percent  per  year 
from  domestic  supply  and  has  that  translated  into  the  kind  of  price 
increases  that  your  formula  promises? 

Mr.  Wild.  We  can't  translate  it  and  project — we  can  project  it, 
but  supply  is  definitely  geared  by  weather  conditions  and  so  forth 
as  we  have  experienced  in  the  past  3  to  4  years. 

Mr.  Penny.  So  if  you  have  good  weather,  you  will  have  a  larger 
supply  so  the  export  growth  may  be  offset  by  the  increased  produc- 
tion? 

Mr.  Wild.  It  helps.  Without  it  we  would  be 

Mr.  Penny.  Adversely,  if  you  see  a  tough  production  season,  it 
would  have  a  more  significant  impact  on  price  in  terms  of  limited 
supply  and  increasing  demand,  both  domestically  and  an  increasing 
demand  on  the  export  market  while  you  have  a  shortage  really  for 
the  domestic  market. 

Mr.  Wild.  Right,  and  we  did  notice  that  some  years  ago,  produc- 
tion did  fall  with  severe  weather  through  the  Red  River  Valley 
area — central  part  of  the  country — and  exports  did  fall  minutely  to 
show  that.  So  that  was  price  sensitive.  Our  exports  did  fall  for  a 
short  period  of  time. 

Mr.  Penny.  I  wanted  to  get  a  quick  response  from  any  of  the 
panelists  on  the  question  of  the  share  of  costs  covered  by  MPP  on 
branded  products.  Currently  it  is  50  percent  has  to  be  borne  by  the 
export  firm,  the  export  company. 

How  would  you  feel  about  that  percent  being  set  at  a  higher 
level?  I  am  just  trying — here  again,  we  are  dealing  with  a  budget 
that  may  decline  and  we  are  trying  to  determine  whether  we  would 
have  people  walk  away  from  the  program  if  they  were  asked  to  pay 
a  little  more. 

One  way  to  make  sure  the  same  number  of  firms,  the  same  vol- 
ume is  benefited  by  the  program  is  to  consider  a  higher  percent  for 
the  branded  items  which  we  believe  may — maybe  wrongly — we  be- 
lieve are  in  a  better  position  perhaps  than  the  generic  items  to 
handle  some  of  their  own  export  costs. 

Mr.  Wild.  If  I  can  respond  to  that,  Mr.  Chairman. 

At  this  point  we  are  just  into  the  program,  like  I  say,  midterm 
into  our  second  year,  but  with  the  50-percent  contribution,  it  is 
high  enough  to  entice  smaller  companies  to  work  with  us,  espe- 
cially in  the  closer  market  such  as  Mexico,  which  we  are  experienc- 
ing, so  I  believe  if  you  lowered  that  too  low  in  the  beginning,  these 
companies,  we  would  not  be  able  to  bring  them  in  and  get  them 
to  participate. 

So  that  is  what  we  can  foresee  at  this  point;  it  is  definitely  a  plus 
working  in  close  markets  with  small  companies. 

Mr.  Penny.  Would  it  be  a  problem  in  terms  of  distinguishing  be- 
tween the  small  branded  companies  and  the  larger  branded  compa- 
nies in  setting  a  different  cost  share  for  the  two  categories?  Any- 
body have  a  major  problem  with  that? 

Mr.  Sparks. 

Mr.  Sparks.  We  don't  have  a  major  problem  with  that,  but,  un- 
fortunately, it  is  probably  a  result  that  the  majority  of  our  dollars 
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are  on  the  generic  side.  The  branded  side  is  a  smaller  amount  but 
I  think  if  it  was  a  slight  increase  there,  that  would 

Mr.  Penny.  Do  you  ever  separate  contracts  with  the  different  ac- 
counts then,  one  for  the  generic  and  another  for  the  branded  item? 

Mr.  Sparks.  It  is  somewhat  like  a  three-way  contract  where  all 
three  are  committed  to  do  this  specific  program  with  specific  per- 
formance and  financial  contribution.  Everybody  kicks  in  a  little  bit. 

Mr.  Penny.  Anybody  else  want  to  jump  in?  You  don't  have  to. 

Mr.  Lovett.  We  don't  have  a  branded  program. 

Mr.  Penny.  All  right.  I  think  that  concludes  the  questions  of  this 
panel.  We  want  to  move  along,  to  leapfrog,  if  I  might,  just  to  ac- 
commodate the  commissioner  of  the  department  of  agriculture  from 
the  State  of  New  York,  given  the  fact  that  he  has  a  plane  to  catch. 
I  think  we  will  take  his  testimony  quickly  and  then  we  will  move 
to  the  final  panel. 

Mr.  Richard  McGuire,  commissioner,  department  of  agriculture 
and  markets,  Albany,  New  York.  Welcome  to  the  subcommittee. 
Your  entire  testimony  will  be  included  in  the  record,  please  sum- 
marize as  best  you  can. 

STATEMENT  OF  RICHARD  T.  McGUIRE,  COMMISSIONER,  NEW 
YORK  DEPARTMENT  OF  AGRICULTURE  AND  MARKETS,  ON 
BEHALF  OF  THE  NATIONAL  ASSOCIATION  OF  STATE  DE- 
PARTMENTS OF  AGRICULTURE 

Mr.  McGuire.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  members  and  subcommittee,  I  am  Richard 
McGuire,  commissioner  of  New  York  Department  of  Agriculture 
and  Markets.  I  appreciate  the  opportunity  to  speak  to  you  as  a  rep- 
resentative of  the  National  Association  of  State  Departments  of  Ag- 
riculture, known  as  NASDA  on  this  very  important  issue  which  we 
are  all  involved  with. 

You  have  asked  me  to  testify  today  on  the  MPP  program  and 
also  on  Senator  Leahy's  amendments  to  that  program.  I  want  to 
say  that  because  of  previous  testimony,  I  do  not  have  to  use  much 
of  my  written  testimony  because  it  has  been  reviewed  as  to  the 
background  and  the  activities  of  the  MPP  program  in  general. 

So  I  will  want  to  concentrate  my  comments  on  the  activities  of 
the  four  regional  marketing  programs  conducted  by  NASDA.  The 
four  State  regional  trade  groups  are  EUSAFEC,  Eastern  U.S.  Agri- 
cultural and  Food  Export  Council,  Inc.,  which  I  am  president  of, 
MIATCO,  Mid-American  International  Agri-Trade  Council,  SUSTA, 
the  Southern  United  States  Trade  Association,  and  WUSATA, 
Western  U.S.  Agricultural  Trade  Association,  and  the  part  and  the 
role  that  they  play  in  the  MPP  program.  I  will  say  right  off  that 
in  all  the  discussions  and  the  criticisms  and  the  answers  that  we 
have  listened  to  today  already,  I  am  amazed  that  MPP  programs 
as  administered  by  the  regionals  seems  to  fulfill  all  the  concerns 
that  Congress  and  particularly  your  committee  have  about  it. 

So  I  am  happy  to  be  able  to  give  you  a  little  insight  on  how  we 
handle  our  programs. 

State  regional  trade  groups  are  private,  nonprofit  international 
trade  development  organizations  of  State  departments  of  agri- 
culture which  have  joined  together  to  share  resources  and  develop 
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comprehensive  multistate  programs  that  stimulate  exports  from 
across  the  United  States. 

New  York  is  proud  to  be  a  part  of  this  group  which  effectively 
combines  State,  Federal,  and  industry  resources  to  help  move  farm 
products  into  foreign  markets.  Our  State  marketing  staffs  and  the 
individuals  we  employ  at  the  State  regional  trade  offices  work 
closely  with  the  Foreign  Agricultural  Service,  State,  and  regional 
commodity  organizations  to  carry  out  training  programs,  market 
research,  trade  missions,  food  show  exhibits,  and  other  promotions 
for  high  value  U.S.  food  and  agricultural  products.  We  have  been 
doing  this  and  refining  our  programs  for  some  20  years. 

Let  me  provide  you  with  some  facts  supporting  the  need  for  your 
continued  support  of  these  programs  for  which  MPP  funding  is  crit- 
ical. And  in  my  written  testimony  I  have  many  of  the  statistics. 
Some  of  them  have  been  reviewed  but  these  are  more  specific  to 
the  regional  activities.  I  will  say  in  summary  of  those  statistics, 
which  I  don't  need  to  go  into  in  any  great  extent,  that  just  from 

1990  to  1991,  we  increased  export  activity  in  just  these  four  regions 
by  $219  million,  and  branded  exports  were  25  times  the  total 
amount  of  the  promotion  money  spent.  We  are  talking  about  re- 
turns on  dollar. 

There  is  a  $25  return  for  $1  spent  on  promotion.  Departments  in 
the  State  and  regional  trade  groups  have  introduced  and  promoted 
over  140  different  products  in  over  80  export  markets.  It  would  not 
have  happened  without  the  MPP  program. 

This  relates  then  to  more  jobs,  80,000  more  jobs  depending  on 
this  program,  and  we  just  think  that  these  statistics  are  important 
in  your  consideration  of  continuing  the  program. 

Most  companies  are  small  too  that  we  deal  with.  The  average 

1991  expenditure  for  individual  companies  under  the  State  regional 
trade  programs  was  $37,000  per  company  and  in  1992,  no  firm  re- 
ceived more  than  $193,000.  So  it  is  obvious  that  our  real  goal  is 
to  help  smaller  companies  in  the  branded  names  of  exports. 

The  State  regional  trade  groups  contributed  $3,400,000  in  1991 
to  carry  out  our  MPP  programs.  This  shows  that  we  are  greatly 
adding  to  the  money  spent  by  the  Federal  Government  by  money 
spent  in  our  own  States  and  our  State  staff  and  expenditure  of  that 
staff.  So  multiplication  of  the  seed  money  coming  from  the  Federal 
Government  is  expanded  a  great  deal  by  the  involvement  of  the 
States. 

By  working  with  these  companies,  State  and  regional  trade 
groups  effectively  use  MPP  funds  to  move  U.S.  agricultural  prod- 
ucts into  foreign  markets.  And  that  is  exactly  the  purpose  which 
Congress  intended.  I  am  amazed  that  regardless  of  the  figures  and 
the  value  brought  to  the  U.S.  agriculture  and  the  volume  and  value 
of  products  moved  into  foreign  markets,  there  continues  to  be  criti- 
cism of  this  program,  particularly  in  view  of  the  part  it  plays  not 
only  in  the  USDA  agricultural  budget  totally,  but  in  the  Federal 
budget  totally. 

What  we  are  really  trying  to  do  is  create  a  level  playing  field, 
and  it  varies  from  country  to  country  depending  on  what  products 
you  are  selling  and  what  country  you  want  to  enter  and  so  the 
MPP  program  makes  it  possible  to  counteract  the  tremendous 
amount  of  money  spent  by  some  foreign  countries  on  their  pro- 
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motion  programs  because  wherever  we  go,  we  are  competing  with 
some  other  foreign  country  for  that  market. 

I  will  not  go  into  the  discussion  of  the  Leahy  bill,  but  it  is  in  my 
testimony  and  I  want  to  switch  over  to  a  few  conclusions.  One  is 
foreign  country  definition. 

When  we  talk  about,  and  I  have  heard  much  already  in  the  testi- 
mony about  whether  we  are  funding  foreign  companies  or  not,  I 
think  we  are  beginning  to  see  something  rather  unusual.  We  have 
been  funding  companies  now  mentioned  several  times  in  the  apple 
industry,  the  cheese  industry,  even  in  the  wine  and  grape  industry, 
that  suddenly  we  find  they  have  become  part  of  a  conglomerate 
owned  by  a  company  in  Germany  or  Netherlands  or  France,  and 
we  wonder  what  the  designation  really  means. 

We  are  dealing  with  the  same  company,  the  same  agricultural 
product,  the  same  management  people,  the  same  location  and  yet 
this  company  is  in  all  respects  a  foreign-owned  company,  and  I 
think  Congress  ought  to  address  that  issue  and  make  some  deter- 
minations of  what  a  foreign  company  is. 

The  labeling  question  is  interesting  because  when  we  demand,  as 
has  been  proposed  in  the  Leahy  amendments,  that  things  made  in 
U.S.A.  be  on  the  product,  there  are  some  countries  where  that  does 
not  help  sell  the  product  at  all,  Korea  being  one  of  them.  So  I  think 
modifications  ought  to  be  allowed  to  accommodate  the  kind  of  mar- 
ket you  are  entering  in  and  the  products  you  are  selling,  because 
it  may  be  an  advantage  to  have  that  on  the  label  in  some  countries 
and  a  disadvantage  in  others,  and  that  is  part  of  the  marketing 
program,  rather  than  be  mandated  by  congressional  action  and 
written  in  the  law. 

The  control  of  value-added  companies  should  lie  with  the  co- 
operator.  I  think  this  is  one  of  the  problems  we  have  with  the 
micromanagement  of  the  Foreign  Agricultural  Service.  There  is  no 
need  or  reason  for  the  individual  company  plans  to  pass  from  the 
cooperator  to  FAS  and  back  again.  The  cooperator  should  hold  and 
maintain  all  information. 

This  would  eliminate  the  3  years  the  FAS  must  keep  paperwork 
and  reduce  the  overall  paperwork  requirements,  and  also  the  con- 
fidentiality is  sometimes  a  question  with  some  of  these  companies. 
I  think  that  that  should  be  protected  because  businesses  are  not 
adequately  protected  by  USDA.  Some  of  their  marketing  plans  are 
confidential. 

They  are  not  only  in  competition  with  foreign  firms,  but  they  are 
in  competition  with  other  competing  firms  within  this  country,  and 
so  they  do  not  readily  like  the  idea  of  exposing  their  marketing 
plans  and  their  projections  ahead  of  time  to  their  competition. 

I  would  like  to  draw  your  attention  to  a  chart  that  is  in  the  pro- 
gram. I  just  mention  this  briefly,  produced  by  USDA  comparing  the 
E.C.  spending  for  farm  support  as  compared  to  the  U.S.  spending. 
It  is  this  type  of  competition  that  makes  it  important  to  maintain 
the  market  promotion  program  and  support  the  movement  of 
American  agricultural  products  into  export  market.  That  chart 
shows  that  the  European  Economic  Community  is  spending 
$46,700,000  in  promotion.  The  United  States  spent  about 
$10,900,000.  So  we  are  still  way  behind  the  game,  and  when  we 
talk  about  GATT  negotiations  and  subsidizing  farmers  directly  and 


83 

the  problems  we  are  running  into  with  the  E.C.  on  that,  that  says 
nothing  about  the  way  countries  spend  money  in  helping  their 
farmers  market  their  program,  and  here  I  think  America  has  been 
very  deficient  and  the  MPP  program  is  a  very  small  investment  in 
that  activity. 

In  conclusion,  I  would  like  to  make  a  point,  philosophical,  let  me 
call  it.  It  appears  that  in  the  future,  growth  of  this  world  is  going 
to  be  outside  of  the  United  States,  growth  of  population  and  hence 
the  demand  for  food.  In  our  budget  allocations  of  money,  it  appears 
to  be  much  more  appropriate  that  the  Federal  Government's  real 
role  in  helping  agriculture  and  the  economy  of  this  country  would 
be  on  facilitating  exports  rather  than  the  variety  of  micromanaged 
production  programs. 

If  we  are  going  to  expand  our  production,  which  we  certainly 
have  capabilities  of  doing  and  resources  and  technology  and  people 
that  know  how  to  do  it,  it  is  going  to  totally  depend  on  whether 
we  can  market  the  product  after  we  produce  it. 

And  it  is  not  going  to  be  marketed  in  this  country.  It  is  going  to 
be  marketed  abroad  where  the  growth  in  population  is  going  to  be. 
That  is  where  the  demand  is,  the  market  is  going  to  be.  We  are 
going  to  have  a  lot  of  new  players  in  the  game  and  if  the  correct 
expenditures  of  USDA  funds  and  funds  of  Congress  in  general  can 
be  directed  at  expanding  the  marketing  program  and  facilitating 
that  to  happen,  the  production  then  will  be  a  marketable  product 
and  return  money  to  the  farmers  of  America. 

It  appears,  by  everything  we  read,  that  farm  subsidy  programs, 
whatever  you  want  to  call  them,  are  being  phased  down,  and  I 
think  that  that  may  be  correct,  maybe  what  the  American  public 
wants,  but  it  ought  to  be  balanced  by  helping  the  producers  of 
products,  producers  of  agricultural  products  to  export,  and  to  talk 
about  at  that  point  in  time  of  cutting  back  on  aid  and  help  like  the 
MPP  program,  it  should  be  expanded  in  the  future  rather  than  re- 
duced. 

Thank  you  very  much  for  your  attention. 

[The  prepared  statement  of  Mr.  McGuire  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Allard  [assuming  chair].  Thank  you  for  your  comments,  Mr. 
McGuire. 

I  had  brought  up  earlier  an  example  of  a  company  that  didn't 
look  to  me  like  it  was  an  agricultural  company,  it  was  on  your  list 
that  you  had  provided,  and  it  was  a  California  company,  Gold's 
Gym  Enterprises,  Inc.,  and  how  is  it  that  they  are  on  that  list?  Do 
you  have  any  idea? 

Mr.  McGuire.  Yes,  I  do,  and  I  will  let  the  man  that  represents 
the  California  region  respond  to  that.  It  is  a  food  company.  I  will 
start  off  with  that. 

Mr.  Allard.  It  is?  So  the  name  is  misleading  then? 

Mr.  Youde.  Mr.  Allard,  I  am  the  executive  director  of  Western 
U.S.  Agricultural  Trade  Organization  and  this  company  is  in  our 
program  and  the  branded  program.  They  have  a  food  marketing  di- 
vision where  they  do  exporting  and  especially  food  products 
through  that  so  it  is  indeed  food  products.  There  are  no  companies 
on  these  lists  that  aren't  exporting  food  products. 
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We  are  very  careful  in  reviewing  them  and  making  sure  that 
they  are  products  that  have  an  origin  in  U.S.  agriculture  and  so  it 
is  strictly  the  name  of  the  company  that  is  misleading. 

Mr.  Allard.  I  appreciate  you  clarifying  that  for  the  record. 

Mr.  McGuiRE.  Congressman  Allard,  I  would  like  to  add  that  with 
our  material,  you  will  find  a  branded  promotion  program  rating 
sheet.  This  rating  sheet  in  itself  will  answer  many  of  the  questions 
that  have  been  posed  here  today  because — and  I  would  further  say 
that  I  think  the  regional  programs  do  an  outstanding  job  in  screen- 
ing applicants  and  deciding  who  gets  funded  and  at  what  level,  and 
you  will  notice  how  many  years  in  the  company  is  at  question  and 
they  are  rated  by  points  and  what  size  and  how  much  they  expect 
to  export,  what  their  ability  to  do  that  is,  what  percent  of  American 
agricultural  products — of  course  they  don't  get  any  funds  and  no 
points  if  they  are  below  50  percent  and  they  get  more  points  if  they 
are  nearer  100. 

A  whole  list  of  13  questions,  and  I  will  say  that  we  have  maybe 
in  our  region  we  have  500  applicants  and  we  only  choose  a  couple 
hundred  of  them  because  some  of  them  don't  qualify.  So  I  would 
say  that  if  we  are  talking  about  allocation  of  funds  and  correctly 
used  in  a  smaller  pot  to  be  divided  up,  the  most  appropriate  ex- 
penditure of  the  funds  and  the  most  screened  and  correctly  admin- 
istered you  will  find  are  in  the  regional  programs  operated  by  the 
State  departments  of  agriculture. 

Mr.  Allard.  Thank  you.  I  would  like  to  recognize  Mr.  Dooley  for 
any  questions  that  he  may  have. 

Mr.  DOOLEY.  Thank  you,  and  thank  you,  Mr.  McGuire,  for  taking 
the  time  to  come  and  testify  today.  I  find  myself  almost  in  complete 
agreement  with  you,  especially  in  terms  that  this  is  one  of  the  pro- 
grams that  has  the  opportunity  to  expand  market  opportunities  for 
a  wide  variety  of  U.S.  agricultural  commodities  and  in  fact  is  meet- 
ing its  objective. 

I  am  just  interested  that  it  appears  that  your  organization  has 
taken  a  pretty  strong  position  on  some  of  the  proposed  changes. 
Have  those  been  forwarded  to  Senator  Leahy? 

Mr.  McGuire.  No,  they  haven't  yet. 

Mr.  Dooley.  But  that  would  certainly  be  your  intention,  I  would 
assume. 

Mr.  McGuire.  Yes. 

Mr.  Dooley.  In  terms  of  the  whole  issue  of  performance  evalua- 
tions and  the  additionality  that  seems  to  be  one  of  the  primary  con- 
cerns of  GAO,  do  you  see  any  modifications  that  are  necessary? 

From  my  perspective  it  appears  we  have  more  of  a  perception 
problem  than  an  actual  problem  here.  But  is  there  some  way  that 
we  can  modify  the  evaluation  that  addresses  some  of  the  perceptual 
problems  that  we  are  dealing  with? 

Mr.  McGuire.  I  am  not  sure  that  I  am  qualified  to  respond  cor- 
rectly to  that  because  most  of  that  alluded  to  problems  in  the  part 
of  the  program  outside  of  the  regionals. 

The  regional  programs,  as  indicated  by  our  testimony  in  here, 
are  primarily  doing  more  with  branded  programs  and  the  small 
businesses  located  in  the  individual  States  and  the  regionals.  I  am 
concerned  about  one  aspect  and  I  have  written  Secretary  Espy  on 
two  occasions  and  have  received  no  answer,  and  the  question  is 
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that  why  have  the  exclusivity  of  saying  that  when  an  umbrella 
company  like  the  American  Dairy  Board,  the  National  Apple  Insti- 
tute, the  Potato  Board,  one  of  those  national  commodity  groups  are 
given  MPP  funds,  that  excludes  the  regionals  from  being  in  the 
branded  program  for  some  producer  of  that  commodity  in  their  re- 
gion. 

And  the  reason  I  am  concerned  about  this  is  that  some  of  those 
people  prefer  to  deal  with  their  State  organizations  for  confidential- 
ity that  I  mentioned  before.  They  also  feel  that  in  those  major  com- 
modity groups  there  are  always  one  or  two  very  dominant  organiza- 
tions that  get  the  bulk  of  the  funds  and  they  are  not  about  to  try 
to  compete  for  those  funds  with  them  and  oftentimes  get  left  out 
of  it. 

And  if  they  are  not  being  funded  through  that  program  at  the 
umbrella  level,  they  should  be  able  to  come  to  their  States  where 
we  have  funds  available  and  do  it  through  the  State  programs.  At 
this  point,  USDA  will  not  allow  that  to  happen. 

So  we  are  concerned  about  that.  I  will  just  mention  in  the  North- 
east in  specific,  when  they  take  away  from  us  the  ability  to  have 
branded  programs  in  fisheries,  in  dairy,  in  wine,  grapes,  in  pota- 
toes, and  particularly  in  apples,  we  have  much  less  left  to  promote 
in  that  area,  and  we  just  have  a  lot  of  people  cut  out  of  the  pro- 
gram that  we  could  be  of  great  advantage  to. 

Mr.  Dooley.  I  was  still  somewhat  interested  in  the  GAO  analy- 
sis of  the  MPP  program.  Have  you  been  involved  in  discussions 
with  them  in  terms  of  their  analysis,  both  from  a  financial  as  well 
as  a  performance 

Mr.  McGuire.  I  don't  believe  we  have,  no. 

Mr.  Dooley.  So  to  your  knowledge 

Mr.  McGuiRE.  I  don't  think  any  of  the  regionals  have  been  di- 
rectly involved  in  their  programs. 

Mr.  Dooley.  Well,  thank  you  very  much. 

Mr.  Penny  [resuming  chair].  Thank  you.  We  appreciate  you 
being  here.  Hope  you  make  your  plane. 

The  final  panel  includes  Philip  Seng,  president  and  CEO,  U.S. 
Meat  Export  Federation,  Don  Koehler,  executive  director,  Georgia 
Peanut  Commission,  Jerry  Calvani,  cotton  producer,  Carlsbad,  New 
Mexico  and  chairman  of  the  board,  National  Cotton  Council,  and 
Joseph  Rollo,  director,  international  department,  the  Wine  Insti- 
tute. 

Welcome,  gentleman.  Your  entire  written  testimony  will  be  in- 
cluded in  the  subcommittee  record.  We  would  ask  that  you  summa- 
rize your  remarks  and  we  will  start  with  Mr.  Calvani. 

STATEMENT  OF  JERRY  CALVANI,  CHAIRMAN,  BOARD  OF 
DIRECTORS,  NATIONAL  COTTON  COUNCIL  OF  AMERICA 

Mr.  Calvani.  Thank  you,  Mr.  Chairman.  My  name  is  Jerry 
Calvani  and  I  am  a  cotton  producer  from  Carlsbad,  New  Mexico, 
currently  serving  as  chairman  of  the  board  of  directors  for  the  Na- 
tional Cotton  Council  on  whose  behalf  I  appear  today. 

Mr.  Chairman,  thank  you  for  giving  the  National  Cotton  Council 
the  opportunity  to  testify  before  this  subcommittee  concerning  the 
market  promotion  program.  Market  development  is  recognized  by 
the  cotton  industry  as  a  key  to  our  success  and  our  future.  Our  in- 
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dustry  sincerely  believes  the  MPP  is  achieving  the  objectives  of  ex- 
panding international  demand  for  U.S.  agricultural  products.  We 
believe  that  objective  should  not  be  forgotten  during  the  debate  on 
any  revision  of  the  program. 

We  believe  the  primary  difficulty  in  developing  legislative  re- 
forms to  the  MPP  is  attributable  to  the  fact  that  recipients  tailor 
activities  to  meet  the  needs  of  diverse  markets  for  a  wide  variety 
of  products.  We  believe  the  principal  strength  of  any  successful  pro- 
motion program  would  be  the  flexibility  to  adapt  to  changing  condi- 
tions and  demands. 

The  objectives  of  various  legislative  proposals  are  probably  de- 
signed to  help  sustain  funding  for  the  program  by  creating  favor- 
able public  perception.  The  devil  is  in  the  details.  For  example,  we 
can  probably  all  agree  on  certain  broad  principles  and  objectives. 
We  believe  the  majority  of  these  objectives  are  currently  being  met 
in  cotton  activities. 

We  would  caution  against  legislation  that  would  make  certain 
products,  firms,  or  markets  automatically  eligible  or  ineligible. 

To  illustrate  the  difficulties  of  narrowly  restricting  use  of  the 
funds,  allow  me  to  use  an  example  of  a  highly  successful  cotton 
promotion  activity  that  has  attained  negative  publicity  because  it 
is  widely  misunderstood. 

I  want  to  emphasize  that  this  is  one  of  a  variety  of  promotion  ac- 
tivities we  conduct  to  promote  U.S.  cotton  and  its  products.  First, 
I  want  to  dispel  the  notion  that  MPP  funds  are  made  available 
without  much  planning.  Every  year  we  prepare  a  detailed  plan  for 
USDA.  Every  activity,  its  objective,  and  evaluation  criteria  is  list- 
ed. 

USDA  reviews  this  plan  in  Washington  and  also  in  the  field  and 
once  it  is  approved,  we  must  submit  amendments  to  change  it.  This 
is  already  a  tightly  controlled  and  supervised  program. 

Mr.  Chairman,  just  for  the  record,  these  are  our  plans.  There 
have  been  several  discussions  this  morning  about  how  much  work 
goes  into  these.  These  are  the  plans  for  just  this  coming  year. 

The  project  I  will  focus  on  involves  promotion  of  U.S.  cotton  in 
Japan.  Our  challenge  is  to  develop  a  promotion  strategy  that  links 
consumer  demand  in  the  foreign  country  to  U.S.  grown  cotton,  even 
though  the  products  seen  by  the  consumer  do  not  resemble  the 
product  produced  by  the  farmer.  We  are  competing  with  synthetic 
fibers  and  cotton  produced  in  other  countries. 

The  decision  was  made  to  work  with  a  Japanese  manufacturer 
who  produces  high  quality,  100  percent  cotton  underwear  products. 
The  program  was  initiated  because  the  manufacturer  had  an  excel- 
lent reputation  in  the  market  but  used  yarn  containing  only  30  per- 
cent U.S.  cotton  while  the  average  U.S.  cotton  content  in  Japan 
was  about  45  percent. 

Under  the  program,  MPP  funds  were  used  to  promote  a  specifi- 
cally designed  cotton  U.S.A.  logo.  This  is  the  logo  that  we  promote, 
Mr.  Chairman,  which  allows  consumers  to  identify  products  con- 
taining U.S.  cotton.  The  manufacturer  used  his  own  funds  to  place 
the  U.S.  logo  on  their  packages,  conducted  a  wide  variety  of  adver- 
tising and  promotion  featuring  the  U.S.  cotton  logo  and  agreed  to 
use  at  least  50  percent  U.S.  cotton  in  their  products. 
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At  the  same  time,  we  ran  advertisements  for  U.S.  cottons  and 
the  manufacturer's  label  was  featured  on  some  of  our  ads.  I  want 
to  stress  this,  that  no  MPP  funds  were  transferred  to  the  Japanese 
firm.  The  expenditures  were  made  on  a  parallel  basis.  As  a  result 
of  the  program,  the  manufacturer's  product  line  now  averages  over 
90  percent  U.S.  cotton  content  and  they  are  reluctant  to  shift  cot- 
ton suppliers  because  they  have  an  investment  in  packaging  identi- 
fying the  content  of  U.S.  cotton  and  their  ads  feature  U.S.  cotton 
in  several  lines  which  are  not  part  of  the  original  MPP  project. 

This  project  is  defined  as  a  branded  promotion  by  USDA  because 
the  firm  advertises  its  clothing  brand  as  containing  U.S.  cotton  and 
our  ads  for  U.S.  cotton  include  mention  that  this  firm's  products 
contain  U.S.  cotton.  Since  it  is  classified  as  a  branded  promotion, 
the  project  would  be  subject  to  a  number  of  additional  restrictions 
included  in  various  MPP  legislative  proposals. 

We  believe  the  project  meets  the  test  of  accountability  and 
additionally.  The  firm  is  spending  its  money  at  a  3  to  1  ratio  to 
promote  U.S.  cotton  whereas  it  previously  promoted  generic  cotton 
and  we  believe  that  this  is  additionality. 

I  use  this  project  to  illustrate  the  problems  with  legislating  spe- 
cific requirements  as  compared  to  flexible  administrative  guidelines 
designed  to  achieve  broad  objectives.  We  are  not  sure  how  this 
project  and  others  would  fare  under  similar  proposals.  Since  the 
U.S.  firm  buys  U.S.  cotton  and  processes  it  in  Japan,  we  clearly 
would  not  meet  the  100  percent  processing  requirement. 

The  manufacturer  is  large,  so  if  limitations  are  applied,  they 
would  not  qualify.  In  fact,  almost  all  textile  and  apparel  firms  are 
large  employers  and  would  not  qualify  as  small  businesses.  They 
spend  a  large  sum  of  money  to  promote  their  product,  but  under 
this  project,  they  contribute  their  funds,  their  expertise  and  their 
reputation  to  a  project  to  promote  U.S.  cotton. 

The  MPP  funds  are  seed  money  to  get  our  industry  into  the 
game.  Would  that  meet  the  additionality  requirement  and  would  it 
meet  the  matching  funds  requirement?  Versions  of  MPP  reform 
legislation  have  included  sunset  provisions  and  these  provisions 
may  be  attractive  in  concept  but  specific  timetables  would  discour- 
age potential  partners,  and  some  products  and  markets  require 
lengthy  commitments  before  bearing  fruit,  and  audits  are  clearly 
necessary  and  desirable  but  there  is  a  difference  between  financial 
audits  and  performance  audits. 

Mr.  Chairman,  that  is  not  the  only  way  to  use  MPP  to  promote 
cotton  but  it  is  also  conducting  generic  promotion  and  trade  servic- 
ing activities.  We  share  your  interest  in  maintaining  confidence  in 
the  MPP  and  insuring  that  it  achieves  the  objective  of  expanding 
exports. 

It  has  been  and  will  continue  to  be  a  viable  component  of  our  in- 
dustry's overall  market  development  program.  We  use  it  in  concert 
with  the  foreign  market  development  and  various  export  credit  ac- 
tivities. In  the  5  years  prior  to  the  implementation  of  it  and  MPP, 
U.S.  cotton  exports  averaged  only  5,400,000  bales.  From  1986  to 
1991  exports  averaged  nearly  7  million  bales.  Cotton  exports  re- 
duced the  U.S.  trade  deficit  by  about  $2  billion  per  year. 
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Mr.  Chairman,  thank  you  for  the  opportunity  to  present  our 
views.  We  look  forward  to  working  with  you  to  restore  confidence 
in  this  very  effective  program. 

[The  prepared  statement  of  Mr.  Calvani  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you  Mr.  Calvani. 

Mr.  Seng. 

STATEMENT  OF  PHILIP  M.  SENG,  PRESIDENT  AND  CEO,  U.S. 
MEAT  EXPORT  FEDERATION,  ON  BEHALF  OF  THE  MEAT  IN- 
DUSTRY TRADE  POLICY  COUNCIL 

Mr.  Seng.  Mr.  Chairman,  distinguished  members  of  this  sub- 
committee, my  name  is  Philip  Seng.  I  am  president  and  chief  exec- 
utive officer  of  the  U.S.  Meat  Export  Federation  located  in  Denver, 
Colorado. 

I  am  here  today  to  speak  on  behalf  of  the  U.S.  red  meat  industry 
and  the  Meat  Industry  Trade  Policy  Council  of  which  USMEF  is  a 
member.  Other  members  of  the  Meat  Industry  Trade  Policy  Council 
include  the  American  Meat  Institute,  the  National  Cattlemen's  As- 
sociation, the  National  Pork  Producers  Council,  the  American 
Sheep  Industry  Association,  and  the  American  Farm  Bureau  Fed- 
eration. 

Mr.  Chairman,  I  would  first  like  to  express  the  industry's  most 
sincere  appreciation  for  your  support  of  international  trade  and 
your  commitment  to  the  future  of  American  agriculture.  Since  1987 
when  USMEF  first  received  target  export  assistance  funds,  U.S. 
red  meat  exports  have  increased  211  percent  worldwide.  Today  the 
market  program  continues  to  be  a  vital  factor  in  our  industry's  suc- 
cessful export  equation. 

This  program  has  allowed  the  private  sector  to  partner  with  the 
U.S.  Government  in  developing  foreign  markets.  This  partnership 
works.  I  think  there  was  discussion  about  that  in  Japan  today.  It 
creates  jobs,  it  strengthens  the  U.S.  economy  and  it  helps  the 
American  agricultural  industry  establish  long-term  trade  relations 
in  international  markets.  A  record  of  $3  billion  in  export  sales  was 
realized  in  1992. 

U.S.  red  meat  exports  account  for  135,000  full-time  jobs.  These 
are  taxpaying  jobs  in  the  U.S.  red  meat  industry  alone.  Mr.  Chair- 
man, MPP  is  not  broken  nor  has  it  outlived  its  significance  to  this 
country.  We  believe  that  efforts  to  refine  the  program  this  year  are 
warranted. 

We  believe  firmly  that  the  program's  primary  mission  to  increase 
exports  of  U.S.  agricultural  products  should  remain 
uncompromised.  To  this  end,  new  companies  must  have  access  to 
MPP  funding  to  broaden  the  base  of  the  U.S.  industry  involvement. 

However,  bringing  new  companies  into  the  program  should  not 
be  accomplished  at  the  expense  of  the  program's  ability  to  perform 
in  export  markets.  U.S.  red  meat  exports  in  1992  added  over  $70 
per  head  to  the  value  of  feed  cattle  and  $6.15  per  head  to  the  value 
of  market  hogs. 

This  price  benefit  goes  directly  to  all  producers  and  is  a  result 
of  export  sales,  not  the  number  of  companies  involved  in  exports 
or  the  size  of  those  companies.  We  support  the  basic  tenet  that  the 
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private  sector  should  become  increasingly  self-reliant  in  foreign 
markets  over  time. 

We  think  the  current  level  of  private  sector  contributions  as  a 
percent  of  MPP  funds  is  low  for  generic  activities. 

As  you  know,  this  requirement  is  currently  at  5  percent.  The  red 
meat  industry  has  increased  its  contributions  over  the  past  years 
to  65  percent  of  its  MPP  allocation.  I  think  this  is  the  leading 
amount  so  far.  We  also  support  the  role  of  branded  product  pro- 
motions in  foreign  market  development. 

In  many  cases  the  branded  program  has  meant  the  difference  be- 
tween a  successful  U.S.  company  reaching  out  to  foreign  trade  or 
simply  just  staying  at  home.  We  agree  that  ideally  establishing 
time  limits  for  a  given  company  in  a  given  market  for  a  given  prod- 
uct line  makes  sense,  but  at  the  same  time  we  do  not  oppose  limit- 
ing the  amount  of  funding  that  a  company  can  receive  in  a  given 
year.  We  believe  this  would  free  up  funds  for  more  U.S.  companies 
to  participate  in  the  program. 

One  last  point  is  on  branded.  We  also  feel  strongly  that  MPP 
funds  should  not  be  used  to  promote  branded  products  processed 
outside  of  the  United  States.  To  do  so  would  undercut  the  entire 
value-added  movement:  Export  products,  not  jobs. 

Mr.  Chairman,  we  are  deeply  concerned  that  program  reforms 
not  add  to  the  already  staggering  administrative  burden  now  shoul- 
dered by  FAS  and  program  participants.  Resources  are  far  too 
scarce  to  squander  on  administrative  matters  that  do  not  improve 
export  performance.  We  consider  program  and  company  audits  be- 
yond those  already  conducted  by  FAS  and  GAO  as  nonproductive. 

In  making  the  most  effective  use  of  the  limited  resources,  we 
fully  endorse  the  idea  of  the  industry  developing  a  5-year  strategic 
plan  to  guide  program  strategies  and  resources.  This  plan  can  be 
evaluated  and  modified  annually,  giving  FAS  a  long-term  view  of 
where  our  industry  is  going. 

In  this  way,  funding  decisions  can  be  made  on  a  strategic  rather 
than  an  annual  basis  and  can  be  made  more  efficiently  on  the  basis 
of  export  potential  and  return  to  the  country.  The  future  of  Amer- 
ican agriculture  rests  in  foreign  markets. 

We  find  ourselves  on  the  verge  of  a  new  era  of  international 
trade.  Not  only  does  the  private  sector  share  of  the  marketing  jobs 
need  to  grow,  the  entire  effort  needs  to  grow  as  well.  Any  legisla- 
tion this  year  to  modify  MPP  should  be  determined  by  whether  or 
not  proposed  changes  will  increase  the  value,  not  just  the  volume 
of  agricultural  exports. 

By  the  year  2001,  the  U.S.  red  meat  exports  are  forecast  to  reach 
about  $7,500,000,000  to  $8  billion.  That  is  more  than  double  what 
they  are  today.  However,  we  cannot  reach  this  market  without  the 
market  promotion  program,  nor  can  we  reach  it  without  greater  in- 
volvement from  the  private  sector. 

Most  agricultural  sectors  share  this  promising  but  conditional 
view  of  the  future.  Reducing  appropriations  for  MPP  in  1994  will 
cost  the  country  far  more  in  lost  export  sales  than  it  will  ever  bene- 
fit in  deficit  reduction. 

I  would  close,  Mr.  Chairman,  by  saying  that  the  market  pro- 
motion program  will  play  a  major  role  in  our  ability  to  increase  fu- 
ture sales  of  U.S.  red  meat  exports  in  the  foreign  marketplace. 
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On  behalf  of  the  U.S.  red  meat  industry,  I  appreciate  the  oppor- 
tunity to  testify  today  and  very  much  look  forward  to  working  with 
you  and  your  subcommittee  to  do  everything  we  can  to  strengthen 
this  vital  program. 

Thank  you. 

[The  prepared  statement  of  Mr.  Seng  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Mr.  Koehler. 

STATEMENT  OF  DON  KOEHLER,  EXECUTIVE  DIRECTOR,  GEOR- 
GIA PEANUT  COMMISSION,  AND  VICE  CHAIRMAN,  NATIONAL 
PEANUT  COUNCEL  OF  AMERICA 

Mr.  Koehler.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee.  We  thank  you  for  this  opportunity  to  testify  today. 
I  am  Don  Koehler,  executive  director  of  the  Georgia  Peanut  Com- 
mission and  the  vice  chairman  of  the  National  Peanut  Council  of 
America. 

The  NPCA  is  the  international  market  development  organization 
for  the  U.S.  peanut  industry.  Because  of  our  partnership  with  the 
Congress  and  USDA  through  the  TEA  and  market  promotion  pro- 
grams, U.S.  peanut  exports  have  grown  from  226,000  metric  tons 
in  crop  year  1986  to  339,000  metric  tons  in  1992,  an  increase  of  50 
percent. 

Branded  promotional  activities  have  been  a  major  contributor  to 
this  success.  Our  industry's  principal  exports  are  of  semiprocessed 
peanuts.  Our  principal  customers  overseas  are  those  companies 
which  import  and  further  process  our  peanut  exports.  These  com- 
panies package  and  market  branded  peanut  products  to  the  end 
users. 

Under  current  MPP  program  regulations,  Government  funds  may 
be  used  by  our  overseas  participants  for  specific  trade  and 
consumer  promotional  activities.  Program  regulations  require  that 
participating  branded  companies  provide  a  minimum  of  a  dollar- 
for-dollar  matching  contribution  on  each  eligible  activity. 

Since  our  industry's  raw  peanut  exports  cannot  be  sold  directly 
to  the  consumer,  overseas  branded  processors  are  an  essential  link 
in  the  chain  from  the  farmer  to  the  end  user. 

Since  matching  promotional  contributions  are  required  from  the 
overseas  participant,  we  regard  branded  expenditures  as  more  ef- 
fective than  generic  expenditures  in  conveying  our  origin  and  qual- 
ity messages  to  the  maximum  number  of  consumers  possible.  In 
foreign  markets  we  see  quality  conscious  brand  leaders  as  brand 
participants.  Company  size  varies.  We  are  not  particularly  con- 
cerned about  the  size  of  the  company  or  the  company's  position  in 
the  market. 

Our  objective  is  to  insure  that  the  quality  conscious  brand  lead- 
ers use  U.S.  grown  peanuts  and  promote  the  U.S.  origin.  It  is  im- 
portant to  note  that  peanut  exporters  in  Argentina,  China,  and 
other  peanut  producing  countries  are  constantly  competing  for  our 
processors'  business. 

Our  market  support  is  vital  to  maintaining  long-term  loyalty 
from  our  key  customers.  The  ability  to  engage  in  cooperative  mar- 
keting activities  for  high  quality  branded  products  has  become  in- 
creasingly important.  We  compete  with  products  which  are  usually 
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non-U.S.  origin  by  seeking  to  win  consumer  loyalty  for  branded 
products  made  from  U.S.  origin  peanuts. 

Working  with  market  leaders  in  a  variety  of  different  size  and 
type  companies  has  been  central  to  our  strategy  of  utilizing  MPP 
funds  in  the  most  cost  effective  manner  in  creating  the  greatest  im- 
pact in  the  target  market.  We  believe  that  arbitrary  limitations  on 
company  size  or  duration  of  participation  in  the  program  would  be 
counterproductive. 

Crop  conditions  vary  from  year  to  year.  It  has  been  our  experi- 
ence that  the  cooperative  MPP  relationships  developed  with  brand- 
ed participants  have  enabled  us  to  regain  market  snares  when  sup- 
plies have  been  reduced  due  to  drought.  As  the  only  developed 
country  that  is  a  major  producer  and  exporter  of  peanuts,  the  U.S. 
faces  keen  competition  in  the  world  market  from  low  cost  produc- 
ers. 

Our  ability  to  market  a  higher  quality,  more  expensive  product 
is  dependent  upon  aggressive  and  innovative  marketing  strategies 
and  the  ability  to  maximize  our  marketing  dollars  by  including 
branded  participation  in  our  marketing  programs.  The  TEA/MPP 
funding  provided  us  with  resources  to  initiate  a  U.S.  processed 
product  program  in  1987.  U.S.  processors  of  peanut  production 
have  doubled  their  export  markets  in  volume  and  value  since  1986. 

These  processed  exports  help  our  farmers  by  providing  additional 
outlets  for  their  products  and  help  our  economy  by  keeping  process- 
ing jobs  in  the  United  States.  They  also  help  us  expand  exports 
into  new  markets  where  processing  facilities  for  raw  peanuts  are 
not  yet  available.  Without  this  support,  the  amount  of  new  market- 
ing funds  required  for  a  company  to  enter  a  new  market  would 
make  it  unprofitable. 

As  with  the  foreign  branded  program,  our  U.S.  processed  pro- 
motional program  has  included  small  as  well  as  large  companies  in 
the  industry.  We  believe  that  any  further  limitations  on  participa- 
tion would  discourage  most  companies  from  involvement  in  export 
markets. 

In  our  view,  MPP  is  an  excellent  example  of  the  close  and  effec- 
tive cooperation  between  Government  and  the  private  sector  in 
achieving  meaningful  national  goals,  the  reduction  of  the  U.S. 
trade  deficit  and  encouragement  of  U.S.  companies  to  be  engaged 
in  international  trade. 

The  Foreign  Agricultural  Service  should  be  commended  for  devel- 
oping program  regulations  which  insure  that  these  companies 
which  are  capable  of  effectively  moving  U.S.  agricultural  commod- 
ities overseas  have  equal  opportunities  for  program  participation. 

Whether  through  generic  campaigns  or  branded  promotions  con- 
ducted in  cooperation  with  credible,  competent,  quality  conscious 
processing  companies,  the  net  result  of  the  MPP  program  is  a  pres- 
entation of  a  positive  image  for  U.S.  agriculture  and  agricultural 
products  in  foreign  markets. 

Thank  you  for  this  opportunity. 

[The  prepared  statement  of  Mr.  Koehler  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Koehler.  Mr.  Rollo. 
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STATEMENT  OF  JOSEPH  A.  ROLLO,  DIRECTOR, 
INTERNATIONAL  DEPARTMENT,  WINE  INSTITUTE 

Mr.  ROLLO.  Thank  you,  Mr.  Chairman.  My  name  is  Joe  Rollo  and 
I  am  the  director  of  the  international  department  at  the  Wine  In- 
stitute. The  institute  is  the  industry  association  representing  over 
400  California  vintners  who  produce  over  80  percent  of  the  wine  in 
the  United  States. 

The  institute  manages  the  market  promotion  program  for  the 
California  wine  industry.  All  wines  must  be  100  percent  from  Cali- 
fornia in  order  to  qualify  for  our  program.  I  appreciate  this  oppor- 
tunity to  speak  about  the  market  promotion  program  and  explain 
how  various  proposed  reforms  would  affect  our  use  of  it. 

In  my  testimony,  I  will  offer  three  suggestions.  My  first  sugges- 
tion is  that  we  refocus  this  program  on  countering  trade  barriers. 
We  need  the  market  promotion  program  in  order  to  compete  in  the 
world  market.  The  MPP,  and  formerly  the  TEA,  has  been  instru- 
mental in  providing  motivational  and  financial  support  for  the  U.S. 
wine  industry  to  enable  it  to  compete  in  foreign  markets. 

Prior  to  1986,  the  industry  exported  to  only  a  few  markets,  the 
largest  being  Canada.  Exports  consisted  predominantly  of  inexpen- 
sive bulk  wines  at  a  level  in  1985  of  only  $27  million.  Our  industry, 
faced  with  significant  foreign  trade  barriers  and  the  overwhelming 
competitive  strength  of  the  wine  industries  of  Europe,  chose  to 
compete  for  greater  market  share  in  the  United  States  rather  than 
to  seek  foreign  market  entry. 

However,  with  the  passage  of  the  Wine  Equity  Act  of  1984,  and 
the  priority  given  the  industry  in  Government  assistance  to  reduce 
foreign  trade  barriers,  the  industry  began  to  seek  entry  to  foreign 
markets.  The  first  allocation  of  funds  through  the  FAS  cooperator 
program  was  a  very  cautious  $200,000  in  1985. 

From  this  base,  export  sales  of  U.S.  wines  grew  to  $174,700,000 
last  year  and  in  1993  MPP  allocation  for  the  wine  institute  rose  to 
almost  $11,700,000. 

In  a  perfect  world,  the  high  quality  and  competitive  price  of  our 
wines  would  be  enough  to  ensure  a  considerable  share  of  the  world 
market. 

In  reality,  though,  U.S.  wines  are  facing  enormous  competition 
and  unfair  trade  barriers.  In  1992,  the  European  Community  sub- 
sidized its  wine  sector  to  the  tune  of  $2.5  billion.  Over  $84  million 
of  this  went  directly  toward  price  supports  for  wine  exports.  But 
highly  subsidized  competition  only  paints  half  the  picture. 

In  many  of  the  world's  largest  markets,  we  are  facing  stiff  bar- 
riers as  countries  protect  their  local  industries.  Canada  imposed 
steep  price  markups  masked  as  cost-of-service  charges  on  our 
wines,  contrary  to  the  United  States-Canada  Free-Trade  Agree- 
ment. 

Japan's  distribution  system  confounds  the  most  determined  wine 
exporter.  And  the  European  Community  continues  to  mandate  bur- 
densome registration  and  certification  requirements.  In  the  face  of 
such  obstacles,  it  is  little  wonder  that  U.S.  wines  have  only 
scratched  the  surface  of  the  world  wine  market. 

In  order  for  our  industry  to  continue  to  thrive,  it  must  build  its 
exports.  And  for  this,  we  need  assistance  in  combating  unfair  trade 
barriers.  The  market  promotion  program  has  proved  effective  in 
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helping  us  penetrate  export  markets.  And  this  program  does  not 
represent  corporate  welfare.  It  provides  an  incentive  and  motiva- 
tion for  our  wineries  to  compete  against  the  industry/Government 
partnerships  of  our  competitors  and  in  countries  where  local  wine 
producers  are  given  unfair  protection. 

My  second  suggestion  is  that  the  program  be  reviewed  on  an  in- 
dustry basis  with  no  restriction  regarding  company  size.  Our  indus- 
try program  includes  a  generic  marketing  program  and  a  branded 
program.  The  branded  program  includes  107  California  wineries. 
These  wineries  include  several  large  wineries,  many  midsize 
wineries,  and  over  50  small  producers.  This  mix  of  companies  mir- 
rors our  industry — or  mix  of  wineries  mirrors  our  industry.  These 
producers  cover  all  price  categories,  types,  and  styles  of  wine. 

Approximately  88  percent  of  all  California  wine  grapes  are  pur- 
chased by  wineries  from  independent  growers.  If  the  MPP  were  to 
exclude  or  limit  participation  by  large  companies,  many  independ- 
ent growers  would  be  denied  access  to  the  program  and  the  export 
market.  Large  companies  seek  mass  markets  and  help  establish 
the  beachhead  for  smaller  producers. 

I  can  see  no  reason  to  exclude  or  limit  the  participation  of  large 
companies  in  our  industry.  The  concept  of  graduation  from  the  pro- 
gram is  theoretically  sound,  but  the  timeframes  ignore  competitive 
reality.  When  our  export  markets  become  established  and  mature, 
then  Government  funding  should  be  shifted  or  discontinued. 

However,  our  industry  is  in  the  infant  stage  of  developing  export 
markets.  Our  industry  has  less  than  a  1  percent  share  of  the  ex- 
port market  for  wine.  Our  competitors  have  been  promoting  their 
products  and  protecting  the  marketing  for  over  200  years.  How  can 
we  talk  about  3-  and  5-year  timeframes? 

I  believe  that  each  industry  that  receives  MPP  funds  should  be 
held  accountable  for  achieving  their  goals;  managing  a  program 
that  is  fair  to  all  members,  large,  medium,  and  small;  and  estab- 
lishing controls  so  that  funds  are  spent  in  markets  of  opportunity 
and  not  in  established  markets. 

My  third  and  last  suggestion  is  that  the  MPP  be  redesigned  to 
support  small  business  more  effectively. 

As  I  have  stated,  most  of  our  branded  participants  would  be  con- 
sidered small  businesses  by  any  definition.  However,  the  way  to 
make  the  program  more  effective  for  them  is  not  to  set  aside  funds 
but  to  make  the  program  more  responsive  to  their  needs  and  easier 
to  administer. 

Each  year  we  experience  a  turnover  of  about  20  percent  of  the 
small  wineries  in  our  program.  This  is  for  two  reasons.  The  major- 
ity of  the  expenses  that  they  incur  are  not  eligible  under  the  pro- 
gram; and,  second,  the  administrative  and  reporting  requirements 
are  too  burdensome. 

Several  of  the  participants  have  told  me  that  they  cannot  see  the 
advantage  of  hiring  a  $20,000-a-year  employee  to  administer  a  pro- 
gram that  filled  their  needs  of  $10,000  in  matching  funds,  espe- 
cially when  it  covers  only  a  small  part  of  their  marketing  expenses. 

Our  goal  should  be  to  make  this  program  more  effective  for  small 
businesses,  not  to  mandate  an  amount  of  money  that  may  not  be 
used  effectively.  Our  small  wineries,  in  just  about  every  instance, 
receive  the  allocations  that  they  request.  The  problem  is  not  the 
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funding,  it  is  the  rules  and  administrative  requirements  of  the  pro- 
gram itself.  We  should  work  on  the  real  problem. 

I  thank  you  for  the  opportunity  to  share  with  you  my  thoughts 
on  the  market  promotion  program  and  ways  that  it  can  be 
refocused  and  improved.  In  general,  we  believe  that  the  MPP  is  a 
Government  program  that  works,  that  it  is  responsible  for  the  ex- 
port success  of  our  industry  and  should  be  supported  and  improved. 

In  business,  when  times  are  tough,  executives  search  for  pro- 
grams that  have  a  track  record  for  success  and  leave  the  doubtful 
programs  for  examination  at  a  later  time.  The  MPP  has  allowed 
our  industry  to  compete  in  world  markets  against  stronger  competi- 
tors, has  added  jobs  and  new  markets  for  growth. 

We  are  just  in  the  beginning  stages  of  our  growth  with  consider- 
able potential  ahead.  We  welcome  your  support  in  improving  the 
program  and  building  upon  its  positive  effects. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Rollo  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Allard  [assuming  chair].  I  would  like  to  thank  the  panel  for 
your  testimony.  The  chairman  wanted  me  to  extend  to  you  his 
apologies  for  having  to  leave.  He  has  some  action  on  the  floor,  and 
he  has  to  be  there.  But  he  did  ask  me  to  ask  you  one  question  for 
each  one  of  the  members  to  respond. 

If  we  didn't  have  the  market  promotion  program,  can  you  think 
of  one  product  in  any  country  that  you  would  not  be  able  to  market 
if  the  program  was  not  available? 

Maybe  we  can  start  with  Mr.  Calvani. 

Mr.  Calvani.  One  product  that  we  would  not  be  able  to  market? 

Mr.  Allard.  Can  you  think  of  any  product  that  you  wouldn't  be 
able  to  market  in  a  foreign  country  if  it  wasn't  for  the  market  pro- 
motion program? 

That  might  be  a  tough  one. 

Mr.  Calvani.  That  is  tough. 

Mr.  Koehler.  Would  you  like  me  to  start? 

Mr.  Allard.  Yes. 

Mr.  Koehler.  Let  me  tell  you  a  true  success  story  of  the  market 
promotion  program. 

We  know  that  there  have  been  a  lot  of  changes  in  Russia.  Just 
18  months  ago.  We  started  with  a  project.  We  made  some  amend- 
ments in  our  market  plan.  We  started  with  a  project  in  Russia  to 
take  peanut  butter  that  was  bought  by  the  U.S.  peanut  industry, 
went  in,  and  put  it  into  orphanages  and  did  test  markets  with  that. 
Because  of  the  fact  that  we  are  able  to  take  and  do  those  kinds  of 
things,  we  have  now  had  Skippy  Peanut  Butter  introduced  in  com- 
mercial sales.  They  simply  would  not  have  taken  the  risk  in  that 
market  if  they  didn't  know  that  they  had  a  partnership  with  us. 
They  are  trying  to  make  this  market  grow  and  have  this  success 
story. 

Mr.  Allard.  Thank  you.  Good  example. 

Mr.  Calvani. 

Mr.  Calvani.  Cotton  is  kind  of  an  unusual  product.  It  is  already 
sold  around  the  world.  And  the  MPP  program  just  enhances  what 
we  sell  around  the  world. 
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I  am  not  so  sure  that  I  could  find  one  item  such  as  jeans  or  un- 
derwear or  anything  like  that  that  would  not  be  sold  without  the 
MPP  program. 

Mr.  Allard.  By  the  way,  I  would  like  to  personally — since  I  am 
representing  Colorado,  I  would  like  to  personally  welcome  you  to 
this  subcommittee  and  thank  you  for  your  testimony.  I  thought  you 
did  a  good  job. 

Mr.  Seng.  I  think  in  the  case  of  meat,  it  is  significant.  If  you 
take  a  look  at  prior  to  the  MPP  program,  90  percent  of  all  the  meat 
that  was  exported — I  am  talking  beef,  pork,  and,  possibly  lamb — 
was  all  going  to  Japan. 

The  U.S.  meat  industry  had  only  one  market,  and  that  was  the 
Japanese  market.  But  with  the  advent  of  the  MPP  program,  we 
were  able  to  make  some  inroads  into  Mexico.  And  now  Mexico  is 
our  No.  3  market. 

We  are  aggressive  in  Korea. 

So  what  MPP  has  allowed  us  to  do  is  to  access  other  markets 
that  we  have  never  been  in  prior  to  that  experience.  I  think  the 
other  thing  is  that  if  you  didn't  have  MPP  alone  just  in  the  Japa- 
nese market,  I  think  our  sales  in  the  Japanese  market  would  be 
50  to  60  percent  less  than  what  it  is  today. 

So  it  has  been  significant  to  the  U.S.  meat  industry. 

Mr.  Allard.  Thank  you. 

Mr.  Rollo,  can  you  think  of  any  situations? 

Mr.  Rollo.  I  can't  think  of  any  product,  but  I  can  think  of  many 
markets  that  are  significant  investment  markets  that,  without 
MPP,  few,  if  any,  wineries  would  attempt  to  sell  their  product,  pri- 
marily some  of  the  markets  in  Asia,  particularly  Korea  and  Tai- 
wan. 

The  whole  world's  wine  producers  hope  that  these  markets  be- 
come wine  consumers.  There  is  certainly  a  tremendous  amount  of 
promotion  and  education  being  done  by  European  wine  producers 
in  these  countries.  High  population,  good  disposable  income.  But  to 
sell  product  in  that  market  right  now  is  a  significant  investment. 
And  to  promote  your  brand  is  an  investment.  Without  the  MPP,  I 
really  couldn't  see  many  wineries  taking  on  that  investment. 

Mr.  Allard.  Thank  you. 

Mr.  Dooley,  do  you  have  any  questions? 

Mr.  Dooley.  Yes,  I  do.  Thank  you,  Mr.  Allard. 

Mr.  Seng,  if  I  remember  correctly,  in  your  testimony,  you  indi- 
cated that  your  organization  might  support  some  type  of  phaseout 
of  participation  in  particular  markets. 

Is  that  correct? 

Mr.  Seng.  I  said,  ideally,  I  can  understand  that  position.  I  mean, 
"ideally,  that  does  make  sense"  is  the  exact  words  that  I  said. 

Mr.  Dooley.  I  guess  my  concern  is,  how  do  you  define  "market" 
though? 

Mr.  Goldthwait  contended  that  the  U.S.  market  is  different  than 
a  lot  of  others  that  we  are  dealing  with.  If  you  did  go  into  Japan, 
you  are  talking  about  using  that  as  one  market.  Can  you  effec- 
tively, in  5  years,  make  an  impact  that  is  of  any  significance? 

Mr.  Seng.  I  think  in  the  case  of  meat,  in  all  the  markets  that 
we  have  been  involved  in,  5  years  is  too  short  a  window  for  us  to 


96 

go  into  a  market  at  an  entry-level  stage  and  go  all  the  way  to  an 
expansion  stage. 

Japan  is  a  multifaceted  market.  I  lived  there  10  years.  And  in 
the  Japanese  market,  you  have  the  Tokyo  market,  the  Kaonsei 
market;  you  can  have  many  markets  within  a  market.  And  you 
have  a  trade  or  processing  market  and  HRI,  or  total  industry  mar- 
ket, a  retail  market.  There  are  many  subsets  within  a  market. 

And  so  the  level  of  development  would  determine  your  overall 
level  of  exports  in  a  given  market.  In  Japan,  it  is  hard  to  define 
it.  In  our  instance,  from  a  meat  side,  we  would  say  that  we  are  still 
at  a  very  entry-level  stage  and  there  is  potential  long  term  in  the 
Japanese  markets. 

Mr.  DOOLEY.  I  think  that  is  a  point  that  really  needs  to  be  made 
to  a  lot  of  the  people  that  are  looking  for  ways  to  change  this  pro- 
gram, is  that  sometimes  there  is — people  look  at  this  in  very  gen- 
eral terms  and  do  not  really  understand  the  multitude  of  segments 
within  a  particular  market.  And  as  that  definition  is  too  broad  and 
you  try  to  put  time  lines  on  it,  obviously,  you  are  going  to  preclude 
participation. 

Does  anyone  else  want  to  comment  on  that  at  all? 

Mr.  KOEHLER.  Just  one  addition  to  what  Philip  has  said  there. 

The  thing  that  we  are  dealing  with,  in  any  market,  this  isn't  an 
exact  science.  The  GAO  can  sit  down  in  an  office  here  and  try  to 
put  it  as  an  exact  science  with  numbers,  and  that  is  all  fine  and 
good.  But  we  are  talking  about  art,  that  sometimes  it  takes  a  little 
bit  longer  to  create  a  masterpiece  there.  We  are  dealing  with  mar- 
kets that  have  lots  of  differences  of  opinion.  And  the  things  that 
we  like,  peanut  butter — we  find  this  often — the  things  that  we  like 
in  this  country,  sometimes  it  takes  a  long  time  to  build  an  accept- 
ance for  that  product  somewhere  else. 

Mr.  DOOLEY.  Mr.  Rollo,  you  made  a  comment  that  in  defining  the 
program  to  deal  with  unfair  trade  barriers  to  entry,  you  also  made 
a  comment,  too,  that  we  ought  to  be  focusing  on  markets  of  oppor- 
tunity. 

Is  there  some  way  that  the  program  can  actually  go  beyond  what 
it  does  now  in  denying  what  exactly  is  a  market  of  opportunity? 

Mr.  Rollo.  Our  program  includes  a  mix  of  a  component  of  ge- 
neric promotion  and  the  component  of  branded  promotion,  where 
we  will  look  at  certain  markets,  certain  countries,  that  need  more 
emphasis  on  education  and  an  emphasis  on  the  general  aspects  of 
California  wine,  and  maybe  a  long-range  opportunity.  And  we  will 
put  more  generic  funds  in  those  markets  than  we  would  in  markets 
where  the  educational  level  is  a  little  higher,  for  example,  Europe, 
where  they  know  about  wine  and  we  don't  have  to  teach  them  any- 
thing. 

Mr.  Dooley.  You  also  made  some  comments,  which  I  interpreted, 
in  making  the  program  more  user  friendly,  basically,  so  that  it 
doesn't  require  some  of  the  small  businesses  that  don't  have  the  fi- 
nancial nor  the  resources  to  effectively  utilize  it. 

Do  you  have  some  ideas  on  how  we  can  achieve  that? 

Mr.  Rollo.  Yes,  I  do.  I  have  seen  the  program  become  a  lot  more 
rigid  as  it  has  moved  through  TEA  and  various  regulations  to 
MPP. 
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I  think  that  certainly  a  lot  of  the  initial  expenses  of  the  small 
company  going  into  export  could  use  contribution  expenses  at  50 
percent  for  developing,  maybe,  the  first  year  in  a  program.  And 
some  of  these  would  be  even  the  first  travel  or  some  market  re- 
search in  that  area,  product  samples  that  are  used  in  tastings  that 
could  be  part  of  the  eligible  expenses. 

And  even  one  of  the  areas  that  is  more  interpretive  than  rules 
is  the  definition  that  FAS  now  has  between  a  branded  and  a  ge- 
neric program.  And  if  there  are  any  brands  associated  in  our  ge- 
neric program,  that,  in  fact,  it  is  not  generic.  And  this  has  hurt  us 
in  many  ways  of  developing  a  generic  program  that  many  small 
producers  could  take  advantage  of. 

And  so  I  have  seen  the  program  move  away  from  the  type  of  pro- 
gram that  small  wineries  could  use  more  effectively.  And  I  would 
like  to  see  that  reversed. 

Mr.  Dooley.  Jerry,  I  do  appreciate  you  taking  the  time  to  ex- 
plain the  cotton  program  in  Japan  as  a  cooperation  there.  I  think 
this  is  probably  somewhat  reflective  of  some  of  the  problems  that 
we  are  facing,  really  the  political  problems  that  we  are  facing  with 
the  MPP  program. 

And  what  I  would  ask  all  of  you  on  this  panel,  as  well  as  some 
of  the  people  that  are  here  that  testified  earlier  that  have  success- 
fully used  the  MPP  program,  is  to  really  take  a  look  at  this  GAO 
testimony  today  and  try  to  respond  to  some  of  their  concerns. 

I  know  that  certainly  I,  and  I  know  the  rest  of  the  members  of 
the  panel,  would  be  interested  in  hearing  that.  Because  we  are 
dealing  with,  as  we  oftentimes  are,  programs  with  some 
perceptional  problems  that  certainly  cannot  be  borne  out  by  facts 
and  by  close  examination. 

But,  yet,  oftentimes  there  are  political  decisions  that  are  made 
here  that  are  based  on  perception.  And  we  need  some  help,  cer- 
tainly those  of  us  who  are  strong  proponents  on  being  able  to  dif- 
fuse some  of  these  criticisms. 

And  I  certainly  thank  you  and  all  the  other  people  that  testified 
today  because  it  has  been  a  real  educational  opportunity  for  me. 
Thank  you. 

Mr.  Calvani.  If  I  could  just  say  one  thing.  GAO  misspoke  this 
morning — and  I  would  like  to  straighten  something  out  for  the 
record — that  U.S.  textile  manufacturers  are  eligible  for  MPP  fund- 
ing through  CCI,  and  that  on  our  board  of  directors  of  CCI,  Cotton 
Council  International,  we  have  textile  manufacturers  on  our  board 
of  directors;  and  they  are  eligible.  And  we  encourage  usage  of  the 
textile  manufacturers  using  MPP  funds. 

Mr.  Dooley.  Could  I  follow-up  on  that. 

When  the  decision  is  made  on  allocating  the  MPP  funds  as  it  was 
with — I  can't  remember  the  name  of  the  firm — the  process  for  ar- 
riving at  this  decision,  obviously  there  is  input  from  all  the  people 
that  are  part  of  the  board. 

In  this  particular  investment  of  funds,  was  there  any  dissension 
there?  Was  this  something  that  people  finally  came  to  the  conclu- 
sion that  it  was 

Mr.  Calvani.  At  the  time  we  did,  no  there  was  not.  There  is  still 
not  today.  We  think  it  is  a  very  successful  program. 

Mr.  Allard.  Would  the  gentleman  yield? 
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Mr.  Dooley.  Yes. 

Mr.  Allard.  We  heard  the  GAO  testify  that  we  had  one  cotton 
product  that  was  being  marketed  in  Japan,  I  believe,  that  was  sup- 
ported by  the  market  promotion  program.  And  they  ended  up  com- 
peting against  another  American  product  in  Japan  that  was  not 
supported  by  the  market  promotion  program. 

Do  you  have  a  comment  in  regard  to  what  they  said? 

Mr.  Calvani.  Yes.  We  evaluate  all  of  our  programs  just  like  the 
one  in  Japan.  And  if  there  is  any  concern  that  they  are  going  to 
be  in  competition,  we  do  not  promote  in  that  country. 

So  I  think  they  were  also  mistaken  in  that  statement.  We  do  not 
promote  a  product  in  a  country  which  is  in  competition  with  a  U.S. 
company. 

Mr.  Allard.  Thank  you  for  clarifying  that  for  the  record. 

Mr.  Penny,  [resuming  chair].  I  wanted  to  ask  your  response  to 
the  possibility  of  targeting  funds,  a  certain  portion  of  the  total  MPP 
budget,  to  regional  entities  or  to  commodity  groups. 

There  has  been  pretty  consistent  testimony  this  morning  that 
targeting  by  size  of  firm  isn't  the  right  way  to  do  it.  In  fact,  one 
of  you  suggested  that  the  way  to  get  more  small  firms  into  the  pro- 
gram is  to  make  the  program  more  user-friendly,  because  it  is  pret- 
ty expensive  just  to  prepare  the  paperwork.  And  all  that  goes  with 
getting  the  assistance,  and  it  defeats  the  purpose  because  you  have 
spent  more  money  than  you  might  get  in  a  grant. 

But  we  would,  in  a  sense,  be  targeting  smaller  firms  if  we  set 
aside  a  certain  amount  of  money  for  regional  promotion  groups? 
And  I  think  that  tracks  with  the  testimony  that  the  ag  commis- 
sioner of  the  State  of  New  York,  that  maybe  regional  entities  who, 
therefore,  can  benefit  a  lot  of  smaller  firms  through  a  regional  ef- 
fort would  be  a  way  of  achieving  that  effort. 

The  other  way  would  be  through  commodity  groups  who  have  as- 
sociations with  a  lot  of  processing  firms  and  others  that  deal  with 
their  commodity.  And,  therefore,  by  helping  you,  perhaps,  we  are 
automatically  helping  smaller  firms. 

Any  reaction? 

Mr.  Calvani.  We  have  not  had  any  request  from  a  regional  group 
for  any  support  of  that  kind.  We  are  dealing  with  the  U.S.  cotton 
crop.  And  so,  therefore,  we  are  promoting  cotton  for  the  entire  Na- 
tion. 

Mr.  Penny.  I  asked  it  both  ways;  whether  it  could  be  done — 
whether  it  was  a  safe  assumption  that  by  working  with  a  regional 
council,  a  Northeast  export  council,  that  deals  with  a  lot  of  compa- 
nies in  that  part  of  the  country,  whether  we  would  automatically 
be  helping  smaller  firms  because  that  was  the  purpose  of  the  coun- 
cil. 

And  since  you  are  all  representing  commodity  groups  here,  is  it 
a  safe  assumption  to  say  that  by  working  and  dedicating  a  certain 
share  of  these  funds  to  commodity  councils,  that  we  are  in  most, 
if  not  all,  cases  benefiting  smaller  firms  because  your  exports  are 
tied  to  an  awful  lot  of  smaller  processes  of  the  product? 

Mr.  Koehler.  If  I  could  address  that  just  in  terms  of  peanuts  be- 
cause I  am  not  capable  of  addressing  the  other  people's  business; 
but  in  terms  of  peanuts,  the  National  Peanut  Council  is  a  conglom- 
eration of  many  regional  groups.  We  have  the  shellers  groups  in 
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the  Southeastern  United  States.  We  have  them  in  Virginia,  Caro- 
lina, and  the  Southwest. 

We  have  State  grower  organizations  that  all  come  together  to 
make  up  the  National  Peanut  Council  of  America. 

The  thing  that  we  draw  from,  this  centralized  group  that  we 
have,  is  that  we  have  a  method  of  staffing;  we  have  the  expertise 
there  to  offer  us  the  support  and  as  well  offer  the  support  to  manu- 
facturers. And  we,  in  fact,  do  business  with  both  small  and  large 
and  with  regional  manufacturers. 

One  great  success  story  that  we  have  right  now  is  a  manufac- 
turer in  Kentucky.  They  don't  grow  peanuts  in  Kentucky,  but 
Algood  Foods  right  now  is  sending  peanut  butter  over  to  Poland. 
It  is  a  new  market,  a  growth  market  for  us,  an  exciting  market. 
And  by  having  the  expertise  of  the  National  Peanut  Council  behind 
us,  we  really  do  a  more  effective  job  than  if  we  funneled  that 
money  out. 

So  for  peanuts,  I  think  we  are  probably  more  effective  the  way 
we  operate  now. 

Mr.  Seng.  I  think  from  the  question  of  regional  versus  a  national 
commodity  group,  if  you  look  at  the  way  this  is  handled  in  Japan, 
I  can  speak  for  the  meat  industry,  it  is  U.S.  meat  that  is  known 
in  Japan  above  and  pork. 

If  you  had  it  broken  up  by  region,  you  would  have  northeastern 
meat  or  southeastern  meat.  It  would  dilute  the  impact  that  we 
have. 

We  speak  about  the  food  safety  concerns,  and  we  speak  about  it 
from  a  national  basis. 

Mr.  Penny.  So  for  the  generic  products,  the  commodity  groups 
are  the  more  effective  conduit? 

Mr.  Seng.  I  think  so.  And  you  have  different  packers  and  export- 
ers that  have  plants.  Some  have  plants  in  South  Dakota  or  in  Cali- 
fornia, and  they  might  also  have  plants  in  Texas.  And  you  would 
have  plants  of  a  company  divided,  depending  on  where  their  plant 
is  located,  going  to  a  different  regional  group.  That  can  be  confus- 
ing. 

Talking  about  the  role  of  the  small  business  in  this  process,  we 
have  been  predominantly — the  first  2  years,  we  had  the  TEA  pro- 
gram, we  didn't  have  any  branded  programs  on  the  meat  side.  We 
have  10  percent  of  our  program  in  the  branded  portion  of  our  total 
program. 

But  what  I  am  suggesting  here  is  that  if  you  do  generic  pro- 
grams, I  guess,  in  a  certain  way,  we  have  gone  from  about  23  com- 
panies involved  in  the  export  market  development  from  1985  to 
about  90  companies  today.  And  this  is  working  through  a  generic 
program  that  elucidates,  to  the  foreign  trade  and  to  the  foreign 
consumer,  the  quality  attributes  and  the  merits  of  buying  our  prod- 
uct. 

So  if  you  create  that  atmosphere  where  the  smaller  companies 
can  access  the  market  and  have  a  meaningful  access  in  the  market, 
you  can  involve  the  small  firms  as  well  as  the  large  firms  in  that 
process. 

Mr.  Dooley.  Mr.  Chairman,  can  I  make  a  comment  on  this? 

Mr.  Penny.  You  may. 
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Mr.  DOOLEY.  I  would  just  like  to  point  out  a  concern  that  I  have 
when  you  are  targeting,  in  terms  of  size,  is  that  we  have  to  keep 
in  mind  that  some  of  the  large  entities  are  actually  agricultural  co- 
operatives and  are  representing  commodity  groups  that  are  really 
made  up  of  a  lot  of  very  small  growers. 

And  we  have  the  Avocado  Commission  that  gets  money,  and 
their  average  grower  is  10  to  15  acres.  The  Sunsweet  Prunes  Ag 
Cooperative.  Its  average  grower  there  is  40  acres.  And  Sunkist,  the 
average  grower  in  the  citrus,  there  is  less  than  100  acres.  There 
is  actually  the  potential  that  the  real  beneficiary  of  the  MPP  pro- 
gram, utilizing  some  of  these  larger  cooperators  which  would  be 
characterized  as  large  entities,  the  real  beneficiary  is  the  small 
grower. 

And  if  we  try  to  target  the  small  businesses,  you  might  have  one 
grower  who  had  the  ability  to  go  out  and  develop  the  private  label 
and  have  the  acreage  to  provide  that,  and  we  are  not  going  to  have 
the  impact  on  the  multiple  growers  and  the  number  of  people  that 
we  are  actually  able  to  benefit  by  going  through  the  larger  agricul- 
tural cooperatives. 

I  think  this  might  be  actually  self-defeating  in  terms  of  the  pro- 
gram, helping  smaller  groups  by  targeting  it  to  cooperative  organi- 
zations. 

Mr.  Penny.  I  appreciate  your  testimony. 

Before  we  wrap  things  up,  I  do  want  to  make  reference  to  the 
couple  of  times  that  I  have  had  to  leave  the  subcommittee.  We  have 
had  two  amendments  on  the  House  floor  this  morning  that  I  have 
been  directly  involved  in.  And  it  is  just  unfortunate  that  when  you 
schedule  a  subcommittee  meeting,  you  never  know  if  it  is  going  to 
be  the  same  day  that  you  have  other  business  on  the  floor. 

So  I  appreciate  the  help  of  Mr.  Barlow,  Mr.  Allard,  and  Mr. 
Pomeroy  in  covering  for  me  this  morning.  I  try  to  run  the  sub- 
committee in  a  way  that  we  keep  going  so  that  we  don't  have  to 
inconvenience  those  witnesses  that  have  arrived.  If  we  had  taken 
a  break  every  time  there  was  a  vote  on  the  floor,  we  would  be  sit- 
ting here  until  3  or  4  in  the  afternoon.  So  we  are  trying  to  help 
you  by  rotating  the  chairmanship. 

The  other  point  is  that  we  are  going  to  face  reductions  in  this 
program.  That  is  a  given.  We  went  along  with  the  President's  rec- 
ommendation for  a  5-year  freeze.  The  Senate  evidently  wants  to  cut 
it  by  $30  or  $40  million.  And  the  number  is  going  to  be  somewhere 
between  those  two  parameters.  And  so  we  are  going  to  be  operating 
on  less  money. 

My  concern — and  I  think  the  concern  of  Mr.  Dooley  and  others 
who  are  strong  advocates  of  this  program — is  that  we  could  face 
continued  reductions  in  the  appropriation  for  this  program  in  the 
future  because  it  has  been  singled  out  as  sort  of  an  easy  mark.  And 
we  want  to  avoid  that  if  possible.  If  we  have  to  take  a  hit  this  year, 
there  is  maybe  little  we  can  do  about  it  at  this  point  of  the  game. 
But  we  don't  want  to  take  another  hit  and  another  hit  until  we 
have  no  program  left.  That  is  why  I  have  decided  to  hold  hearings 
about  possible  reforms  of  the  program. 

And  while  I  know  that  there  was  a  lot  of  testimony  this  morning 
that  suggested  that  many  of  the  proposed  reforms  are  unworkable 
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or  unwise,  I  really  believe  that  we  have  to  come  up  with  some 
changes  as  a  way  of  arguing  against  further  cuts  in  the  program. 

Now,  whether  that  gets  to  the  graduation  and  the  percentage 
share  that  we  expect  from  firms  that  are  in  the  program  for  more 
than  1  year,  whether  that  gets  into  a  different  definition  of  trade 
barriers  on  the  part  of  countries  to  whom  we  like  to  export,  I  mean, 
I  just  think  that  whatever  it  is,  that  we  ought  to  be  looking  at  a 
few  changes  here  that  will  maintain  the  basic  premises  of  the  pro- 
gram but  also  give  us  some  arguing  points  against  those  that  are 
trying  to  undermine  support  for  the  support  and  essentially  defeat 
the  program. 

So,  I  appreciate  all  of  you  proceeding  with  us  in  that  vein  in 
which  we  hope  to  work  together  and  discuss  some  possible  changes 
that  speak  to  those  criticisms  in  a  way  that,  again,  diffuses  those 
criticisms  and  allows  us  to  continue  to  provide  important  assist- 
ance to  a  variety  of  American  agricultural  goods  that  we  want  to 
get  into  the  world  market. 

So  unless  there  are  any  corrections  or  additions  to  those  observa- 
tions, I  would  thank  you  again  for  your  participation  this  morning; 
and  the  subcommittee  will  stand  adjourned. 

[Whereupon,  at  1:40  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene,  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Statement  by  Christopher  Goldthwait 

Acting  General  Sales  Manager 

Foreign  Agricultural  Service 

U.S.  Department  of  Agriculture 

Before  the  House  Agriculture  Subcommittee  on 

Foreign  Agriculture  and  Hunger 

June  23,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  appreciate  this 
opportunity  to  discuss  the  Department's  Market  Promotion  Program  (MPP),  its 
role  in  export  promotion,  and  issues  related  to  its  objectives  and  operation. 

The  program  was  authorized  by  Congress  in  the  Agricultural  Trade  Act 
of  1978,  as  amended  by  the  Food,  Agriculture,  Conservation,  and  Trade  Act  of 
1990.  In  the  authorizing  legislation,  the  Congress  directed  the  Commodity 
Credit  Corporation  (CCC)  to  "establish  and  carry  out  a  program  to  encourage 
the  development,  maintenance,  and  expansion  of  commercial  export  markets  for 
agricultural  commodities  through  cost-share  assistance  to  eligible  trade 
organizations  that  implement  a  foreign  market  development  program." 

The  CCC,  working  through  the  Foreign  Agricultural  Service  (FAS),  has 
designed  and  implemented  a  program  to  help  the  private  sector  develop  and 
expand  overseas  markets  for  U.S.  agricultural  commodities  and  products.  The 
MPP  supports  both  generic  and  branded  promotional  programs.  Promotions  are 
conducted  on  a  cost-sharing  basis  by  private  sector  participants,  including 
nonprofit  commodity  groups,  State  Regional  Trade  Groups,  cooperatives,  and 
for-profit  firms. 
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The  primary  focus  is  on  consumer  promotions,  such  as  in-store  product 
demonstrations  and  media  advertising,  although  MPP  promotional  activities 
range  widely  based  on  the  product  and  the  characteristics  of  the  market. 
About  60  percent  of  MPP  funds  are  spent  on  generic  promotions  conducted  by 
trade  groups,  with  the  remaining  40  percent  supporting  branded  promotions  by 
more  than  640  companies  in  1992.  MPP  promotions  are  currently  being  conducted 
in  around  100  foreign  countries  to  promote  everything  from  apples  to  wool. 

Before  I  discuss  program  operations  and  other  issues  of  special 
concern  to  this  Subcommittee,  I  would  like  to  briefly  address  the  overall  role 
of  this  program  in  assisting  U.S.  agricultural  exports. 

The  MPP  and  its  predecessor,  the  Targeted  Export  Assistance  (TEA) 
Program,  have  helped  U.S.  producers,  processors,  and  exporters  compete  in  the 
fastest-growing  segment  of  world  agricultural  trade  ~  high-value  products. 
About  80  percent  of  MPP  funding  is  targeted  at  building  U.S.  exports  of 
high-value  products,  most  of  which  do  not  benefit  from  other  government 
direct  funding  programs. 


104 


High-value  products  today  represent  two-thirds  of  total  world 
agricultural  trade,  up  from  54  percent  in  1985,  and  this  share  is  projected  to 
climb  to  75  percent  by  1998.  This  is  the  growth  sector  in  world  agricultural 
trade  —  the  future  for  U.S.  agricultural  exports.  The  European  Community 
still  dominates  this  market  by  heavily  supporting  the  production  and  export  of 
high-value  products,  while  the  U.S.  strength  has  traditionally  been  in  bulk 
commodities.  However,  the  introduction  of  the  TEA  and  MPP  essentially  marked 
a  new  U.S.  policy  commitment  to  compete  aggressively  in  this  sector  with  a 
market  development  program  that  targets  foreign  consumers  to  create  long-term 
export  opportunities  for  U.S.  agriculture. 

We  all  recognize  that  a  number  of  factors,  such  as  income  growth 
overseas,  trade  policy  negotiations  to  reduce  trade  barriers,  and  changes  in 
exchange  rates,  have  an  impact  on  exports.  Nevertheless,  the  trade  data 
speaks  forcefully  with  exports  increasing  impressively. 

Since  1986,  with  the  inception  of  the  TEA  Program,  U.S.  exports  of 
high-value  agricultural  products  (including  intermediate  and  consumer-oriented 
products)  have  doubled,  reaching  a  record  $22.7  billion  in  FY  1992.  Another 
record  is  expected  this  year.  While  high-value  products  made  up  only  about 
one-third  of  total  U.S.  agricultural  exports  10  years  ago,  last  year  they 
accounted  for  54  percent.  High-value  products  have  accounted  for  nearly  all 
(85  percent)  of  the  growth  in  U.S.  agricultural  exports  since  1985  and  have 
more  than  kept  pace  with  global  growth  trends. 
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The  exports  generated  by  the  MPP  provide  income  to  U.S.  farmers  and 
their  suppliers  in  every  state,  and  these  exports  also  produce  employment  and 
trade  benefits  for  the  U.S.  economy.  USDA  estimates  that  U.S.  agricultural 
exports,  in  total,  provided  more  than  1  million  jobs  for  U.S.  workers  in  1992 
--  jobs  in  processing,  packaging,  transportation,  and  other  sectors.  More 
than  half  of  these  jobs  came  from  high-value  products.  Agriculture  is  also 
one  of  the  few  success  stories  in  the  U.S.  balance-of-trade  picture.  Last 
year's  $18-bill ion  surplus  in  agricultural  trade  presents  a  sharp,  positive 
contrast  to  a  U.S.  deficit  of  more  than  $90  billion  in  nonagricultural  trade. 

We  know  what  we  are  up  against  in  agricultural  trade:  inadequate 
international  disciplines  that  differ  from  industry  to  industry,  pervasive  and 
massive  government  intervention,  and  a  myriad  of  import  barriers.  Compared 
with  the  subsidies  of  some  of  our  competitors,  the  MPP  is  a  relatively  small 
program. 

Despite  these  obstacles,  the  program  has  succeeded  in  generating 
significantly  more  interest  in  exporting  among  U.S.  firms  and  producer  groups, 
and  in  getting  many  more  U.S.  products  on  store  shelves  and  into  the  homes  of 
foreign  consumers.  It  has  succeeded  because  of  the  support  of  the  Congress 
and  producer  groups  and  because  of  a  clear,  consistent  focus  on  the  single 
objective  of  export  promotion. 
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As  we  examine  the  MPP,  I  ask  that  we  keep  these  facts  in  mind.  In  my 
judgment,  the  MPP  represents  the  kind  of  government-private  sector  partnership 
that  policymakers  and  economists  have  long  held  up  as  a  model  of  what  the 
United  States  needs  to  be  doing  to  succeed  in  the  international  marketplace  — 
the  coordinated,  cooperative  strategy  that  has  given  some  of  our  competitors 
an  edge  in  global  competition. 

Program  Operation  and  Management:  Evaluation/Allocation  Criteria 

Many  changes  in  the  MPP  have  been  suggested  which  get  to  the  heart  of 
its  objectives.  For  example,  some  have  asked  whether  it  is  to  be  a  program 
focused  on  introducing  new-to-export  firms  into  difficult,  unfamiliar  market, 
or  is  it  to  be  a  program  serving  exporters  of  various  sizes,  maximizing  the 
absolute  levels  of  exports  and  returns  to  U.S.  producers?  Up  to  now,  our 
reading  of  the  legislation  has  guided  an  interpretation  along  the  latter 
lines. 

The  goal  of  the  MPP  program  is  to  increase  agricultural  exports  as 
effectively  as  possible.   Because  there  are  always  more  applications  for  MPP 
assistance  than  there  are  funds  available,  FAS  uses  a  rigorous  application 
review  and  evaluation  process  designed  to  allocate  MPP  funds  where  they  will 
generate  the  most  "bang  for  the  buck."  All  proposals  are  measured  against 
evidence  of  the  applicant's  program  management  capabilities,  the  applicant's 
strategic  plan  of  program  objectives,  the  program  scope,  the  anticipated 
program  effectiveness,  and  the  likelihood  for  future  success  in  increasing 
U.S.  agricultural  exports. 
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Funding  recommendations  are  further  adjusted  on  the  basis  of  the 
following  factors:  the  presence  of  an  unfair  trade  practice;  the  applicant's 
contribution  (cost-share);  budget  size  in  relation  to  export  level  and  to 
expected  change  in  exports;  market-share  goals;  prior  year's  success  in 
relation  to  goals  for  that  year;  and  U.S. -origin  content. 

Keep  in  mind  as  well  that  all  MPP  participants  have  a  stake  in 
effective  and  efficient  program  management  because  they  are  required  to  invest 
their  own  money  in  MPP  projects.  In  the  case  of  branded  promotions, 
participants  are  required  to  pay  at  least  half  of  the  cost  of  the  MPP  activity 
(with  the  exception  of  a  small  number  of  participants  specifically  provided 
for  in  the  law) . 

The  allocation  criteria  allow  some  flexibility  so  as  not  to 
automatically  exclude  many  products  from  promotional  opportunities  through  the 
MPP.  Many  current  MPP  promotions  for  bulk  U.S.  commodities  and  for  high-value 
products  that  are  used  as  ingredients  in  foreign  products  would  be  ruled  out 
by  high,  inflexible  requirements  on  U.S.  content  and  degree  of  product 
processing. 
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We  know,  for  example,  that  MPP  promotions  for  U.S. -made  bread,  peanut 
butter,  garments,  and  bran  cereal  would  be  a  waste  of  money  in  many  markets 
where  local  processors  could  easily  underprice  the  U.S.  product.  Under 
current  allocation  criteria,  however,  we  are  able  to  effectively  promote  U.S. 
wheat  for  bread,  U.S.  peanuts  for  peanut  butter,  U.S.  cotton  for  garments,  and 
U.S.  raisins  and  nuts  for  breakfast  cereals.  This  is  a  viable  option  for 
exporting  U.S.  commodities  when  the  economics  of  transportation  and  trade  do 
not  allow  us  to  move  finished  product  into  the  market. 

Rather,  FAS  uses  the  results  of  past  MPP  project  evaluations  to 
determine  the  level  of  funding  applicants  will  receive  for  new  activities. 
Where  evaluations  identify  problem  areas,  programs  are  adjusted,  and  we  cut 
back  funding  levels  and  redirect  activities  as  markets  become  saturated  or 
export  levels  plateau.  Our  goal  is  not  to  impose  a  penalty  for  continuing 
success,  but  to  phase  out  or  redirect  programs  that  are  no  longer  cost 
effective. 

For  instance,  over  the  last  few  years,  we  have  redirected  soybean  oil 
promotions  by  the  American  Soybean  Association  toward  promising  markets  in 
Venezuela,  Mexico,  and  several  Asian  countries,  while  simultaneously  reducing 
their  promotional  efforts  in  Europe,  where  the  benefits  of  additional 
promotions  were  diminishing. 
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It  is  important  to  recognize  that  market  development  is  not  a  one-shot 
deal  that  can  be  boxed  and  wrapped  for  the  same  use  in  all  countries.  Markets 
vary  greatly,  from  a  Denmark  where  an  activity  may  give  immediate  results,  to 
a  Korea  or  Japan  where  results  may  take  years  of  step-by-step  market 
development  efforts.  For  example,  it  is  quite  common  for  a  participant  in  the 
FAS  Cooperator  program  to  conduct  research  in  the  first  year  of  a  program, 
participate  in  a  trade  show  the  second  year,  focus  its  promotional  efforts  on 
trade  and  industrial  users  in  the  third  and  fourth  years,  and  finally,  when 
the  complete  infrastructure  is  in  place,  concentrate  on  the  consumer  sector. 

Proposals  to  impose  an  absolute  time  limit  on  the  length  of  MPP 
promotions  may  jeopardize  the  long-term  commitment  necessary  in  many  markets. 
Funding  could  potentially  be  cut  off  just  at  the  time  when  the  promotion 
effort  is  ready  to  yield  significant  results.  Marketing  is  not  a  hard  science 
where  you  can  control  the  variables  and  develop  a  formula  that  produces  the 
same  results  with  every  effort.  It  is  a  combination  of  many  things,  and  what 
produces  results  in  one  market  at  one  particular  stage  of  development  could 
fail  miserably  in  another.  We  are  in  a  competitive  battle  in  agriculture,  and 
we  need  the  flexibility  to  plan  strategy  and  to  carry  out  plans  in  a  way 
appropriate  to  the  particular  market  challenge. 
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Promotion  of  Branded  Products 

Mr.  Chairman,  as  you  know,  MPP  funding  is  made  available  to  nonprofit 
trade  associations,  including  producer  and  industry  groups  and  the  State 
Regional  Trade  Groups.  FY  1993  MPP  allocations  were  approved  for  66  nonprofit 
groups.  Funding  is  also  provided  for  approved  branded  promotions  by  private 
companies.  In  the  1992  MPP,  more  than  640  private  companies  participated,  up 
32  percent  since  1989. 

FAS  believes  that  to  maximize  its  effectiveness  in  expanding 
high-value  product  sales,  the  MPP  must  support  the  promotion  of  branded 
products.  Roughly  two-thirds  of  the  world's  high-value  products  trade 
consists  of  processed  items,  and  virtually  all  of  these  are  produced  by 
branded  companies.  Because  consumers  select  such  products  by  brand  name, 
brand  advertising  is  often  the  most  effective  tool  for  creating  demand  for 
consumer-ready,  high-value  products.  Branded  programs  develop  product  loyalty 
and  ensure  identification  with  U.S.  products.  Congress  recognized  these  facts 
and  specifically  authorized  branded  promotion  under  the  MPP. 
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We  are,  of  course,  aware  of  concerns  regarding  branded  promotion, 
including  the  concern  that  MPP  funding  be  used  to  encourage  new  promotional 
efforts  for  U.S.  products,  and  that  large  companies  not  be  able  to  take 
advantage  of  MPP  funding  to  help  cover  costs  of  promotions  they  had  already 
planned  to  conduct  or  would  have  undertaken  on  their  own.  We  are  in  full 
agreement.  We  are,  however,  also  aware  of  the  difficulty  and  added  cost  of 
developing  and  applying  effective,  objective  criteria  to  achieve  this 
assurance. 

Without  the  MPP,  private  firms  would  have  no  obligation  to  use  U.S. 
products  in  their  brands,  and  U.S.  farmers  need  those  markets.  We  recognize 
in  dealing  with  private  companies,  making  their  own  business  decisions,  that 
there  are  no  gaurantees.  But  we  believe  this  program  encourages  them  to  use 
more  U.S.  products  than  they  otherwise  would  use. 


112 


-li- 


A  related  issue  that  is  often  raised  has  to  do  with  the  size  of  firms 
participating  in  MPP  branded  promotions.  The  authorizing  legislation  for  the 
MPP  does  not  direct  participation  by  size  of  company,  type  of  ownership,  or 
type  of  commodity  promoted  (although  Congress  specifically  prohibited  the  use 
of  fiscal  year  1993  MPP  funds  for  tobacco  promotion).  History  has  shown  that 
multinational  corporations  are  often  the  best  vehicle  for  moving  large 
quantities  of  product  into  the  export  market.  This  is  largely  due  to  an 
established  presence  overseas  and  an  efficient  distribution  system.  Again, 
the  primary  objective  of  this  program  is  to  increase  U.S.  agricultural 
exports  in  cases  where  the  multinationals  might  otherwise  source  from  various 
overseas  producers,  and  we  strive,  when  awarding  MPP  funds  to  multi-national 
corporations,  to  ensure  that  MPP  funds  are  used  where  they  make  the  difference 
in  the  companies'  sourcing  to  U.S.  producers. 

As  directed  in  the  report  of  the  Conference  Committee  that  accompanied 
the  bill  enacted  as  the  Agriculture,  Rural  Development,  Food  and  Drug 
Administration,  and  Related  Agencies  Aappropriation  Act  of  1993 
appropriations,  FAS  is  conducting  a  survey  that  should  yield  further 
information  on  participation  by  small  businesses  throughout  the  program  and 
will  help  give  us  an  indication  as  to  whether  current  outreach  efforts  to 
small  businesses  should  be  increased.  At  the  same  time,  we  are  considering 
how  to  target  funding  more  efficiently  toward  those  product  groups  and  firms 
that  would  otherwise  be  unable  or  unlikely  to  promote  their  products  abroad. 
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The  Department  has  a  strong  interest  in  providing  greater  export 
opportunities  for  small  businesses.  We  fully  support  equitable  access  to  the 
MPP,  and  we  have  taken  steps  to  increase  participation  by  small  and 
medium-sized  businesses.  We  know  that  of  the  269  companies  participating  in 
the  1992  MPP  through  the  State  Regional  Trade  Groups,  nearly  80  percent  would 
be  defined  as  small  (fewer  than  500  employees)  by  the  Small  Business 
Administration.  This  percentage,  however,  is  not  representative  of  total 
participation.  Furthermore,  in  FY  1992,  FAS  approved  the  use  of  $100,000  by 
the  State  Regional  Trade  Groups  for  educational  seminars  targeting  small  and 
economically  disadvantaged  businesses.  The  purpose  was  to  ensure  that  these 
firms  have  an  opportunity  to  participate  in  and  to  benefit  from,  international 
marketing  opportunities. 

The  seminars  reached  more  than  1,300  people  from  44  states.  FAS 
provided  speakers  for  each  seminar,  and  55  of  the  companies  attending  the 
seminars  were  new  applicants  for  this  year's  MPP  branded  program.  These 
seminars,  which  continue  this  year,  are  a  successful  new  approach  adding  to 
our  other  efforts  to  reach  out  to  small  or  new-to-market  firms  —  efforts 
including  our  AgExport  Services  group,  FAS-sponsored  trade  shows,  and  other 
activities. 
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The  MPP  was  designed  to  move  U.S.  products  and  maximize  exports  for 
the  benefit  of  U.S.  agriculture.  FAS  has  administered  the  program  so  as  to 
encourage  participation  by  small  businesses  without  adversely  affecting 
participation  by  larger  firms  that  may  have  the  resources,  experience,  and 
distribution  channels  to  produce  significant  results  in  terms  of  moving  U.S. 
products  into  world  markets. 

Program  Changes  and  Improvements 

Mr.  Chairman,  as  you  know,  the  MPP  is  not  a  program  that  has 
languished  in  obscurity  and  inattention.  In  response  to  the  concerns  of  the 
Congress,  recommendations  by  the  U.S.  General  Accounting  Office,  and  at  its 
own  initiative,  the  Department  has  continued  to  take  steps  to  strengthen  and 
improve  the  integrity  and  effectiveness  of  the  MPP. 

In  the  last  year,  we  have  taken  these  and  other  initiatives: 

—Instituting  a  policy  for  FAS  approval  of  participant  activity  plans  within 
30  business  days  of  receipt  in  response  to  the  conference  report  language  on 
timely  approval  of  marketing  plans; 

—Developing  an  enhanced  computerized  management  system  that  should  be 
operational  later  this  year; 
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—  Improving  program  evaluation  by  developing  and  implementing  methods  of 

identifying  in  advance  potentially  ineffective  MPP  promotions  for  particular 

products  in  particular  country  markets; 
—Improving  our  turnaround  of  MPP  reimbursement  claims; 
—And  completing  the  Long  Term  Agricultural  Trade  Strategy,  which  provides 

guiding  principles  for  the  management  of  the  Department's  export  efforts  and 

a  framework  for  evaluating  MPP  participant  programs. 

Steps  taken  earlier  include  the  development  and  publication  of 
regulations  which  included  the  following  improvements: 

—Upgrading  application  requirements  by  emphasizing  strategic  planning  and 

country-by-country  analysis  by  program  applicants; 
—Implementing  minimum  cost-share  obligations; 

—Requiring  a  minimum  50-percent  U.S. -origin  content  for  eligibility; 
—Tightening  administrative  controls; 

—Establishing  a  new  reimbursement  rule  for  branded  promotions; 
—Limiting  demonstration  and  training  activities; 
—And  setting  limits  on  salary  and  allowance  expenses  for  overseas  employees 

and  consultants. 
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We  also  developed  specific  funding  criteria  for  the  program  to  ensure 
equitable  access  to  the  MPP  for  all  interested  parties,  and  we  expanded  the 
State  Regional  Trade  Groups'  assistance  to  small  and  new-to-export  firms.  In 
addition,  FAS  is  firmly  committed  to  further  enhancing  the  evaluation  process. 
Over  the  past  couple  years,  we  have  conducted  and  participated  in  several 
seminars  on  evaluation  techniques.  Program  participants  are  also  holding 
conferences  and  training  sessions  devoted  to  program  planning  and  evaluation 
and  have,  as  in  the  case  of  the  Southern  United  States  Trade  Association 
(SUSTA),  completely  overhauled  promotional  strategies  based  on  evaluation 
results. 

These  changes  and  improvements  have  helped  maintain  broad-based 
support  for  the  MPP  in  the  Congress  —  and  recognition  of  the  program's 
important  role  in  agricultural  export  promotion.  We  have  listened  and 
responded  to  suggestions  for  improvements  and  have  worked  hard  to  make  sure 
the  MPP  is  a  tightly  managed,  results-oriented  program. 

We  ask  the  Congress  to  allow  us  the  flexibility  to  manage  the  program 
so  as  to  achieve  the  results  for  which  it  was  intended  and  to  build  on  its 
record  of  success  in  developing  new  markets  for  U.S.  farm  products.  We  need 
to  operate  the  program  as  efficiently  and  effectively  as  possible,  with 
minimum  paperwork  burden  on  the  participants.  Our  effort  has  been  to  execute 
a  program  designed  to  advance  export  growth  and  to  implement  it  in  a  way  that 
is  user-friendly  for  small  as  well  as  large  companies. 
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Mr.  Chairman,  as  you  know,  there  have  been  many  hearings  on  the  MPP, 
and  we  usually  provide  a  long  list  of  success  stories  of  how  the  program  was 
used  to  develop  markets  and  expand  exports  for  a  wide  range  of  products.  We 
will  be  very  happy  to  supply  such  a  list,  if  you  so  request.  For  this 
hearing,  however,  I  want  to  look  at  just  one  example  of  what  this  program  can 
accomplish  when  we  are  free  to  use  it  as  the  Congress  mandated. 

MPP/TEA  activities  were  instrumental  in  laying  the  groundwork  for 
liberalization  of  Japan's  beef  market.  In  the  beginning  and  while  trade 
negotiations  were  underway,  promotional  efforts  in  Japan  were  intensely 
focused  on  educating  consumers  about  the  negative  aspects  of  their 
government's  meat  import  policies.  Since  the  opening  of  the  Japanese  market, 
MPP-supported  promotions  have  shifted  focus  from  the  quota  issue  to 
differentiating  U.S.  grain-fed  beef  from  Australian  grass-fed  beef.  Major 
efforts  are  also  under  way  to  show  consumers  the  many  ways  to  use  high-quality 
U.S.  beef. 

Japanese  beef  imports  have  grown  dramatically  under  these  efforts,  and 
the  United  States  has  a  51-percent  share  of  this  growing  market.  U.S.  beef 
exports  to  Japan  reached  $1.1  billion  last  year,  compared  with  $350  million  in 
1985.  There  are  now  15  U.S.  meat  exporters  with  offices  in  Japan,  and  U.S. 
suppliers  ship  around  300  meat  products  to  Japan,  compared  with  20  products  5 
years  ago.  This  is  an  example  of  what  can  be  achieved  with  the  help  of  the 
MPP. 
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Conclusion 

In  concluding  my  testimony  today,  I  would  like  to  stress  one  major 
accomplishment  of  the  MPP  that  is  frequently  overlooked  —  what  this  program 
has  done  in  motivating  U.S.  interest  in  the  export  market  and  in  trade  issues. 
For  most  agricultural  commodities  and  most  products,  we  have  arrived  at  the 
point  where  the  export  market  is  no  longer  looked  upon  as  a  place  to  divert 
temporary  excess  supplies,  but  as  a  real  market  for  development  —  the  growth 
market  for  U.S.  agriculture.  Hamburg,  Milan,  Singapore,  and  other 
international  commercial  centers  are  becoming  as  familiar  to  growers  and 
processors  as  New  York,  Chicago,  and  San  Francisco. 

The  MPP  has  played  a  crucial  role  in  this  process  by  assisting  firms, 
many  of  which  otherwise  might  not  have  participated  in  exporting,  to  meet  the 
highly  specialized  demands  of  consumers  in  many  different  lands. 

However,  U.S.  farmers  and  exporters  still  face  a  "tough  sell"  in  the 
international  marketplace.  In  a  world  of  increasing  competitiveness  and, 
sadly,  rampant  protectionism,  the  MPP  has  proven  itself  to  be  a  versatile  tool 
available  to  U.S.  agriculture  in  building  new  markets.  In  particular,  MPP  has 
helped  U.S.  farmers  and  exporters  position  themselves  to  take  advantage  of 
market  opportunities  in  the  most  vibrant  sector  of  world  agricultural  trade, 
high-value  products. 

We  want  to  maintain  the  focus  and  flexibility  of  this  program  so  we 
can  continue  to  build  on  its  record  of  success. 
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Thank  you,  Mr.  Chairman,  for  this  opportunity  to  lay  out  some  of  the 
facts  about  the  MPP.  At  this  point,  I  will  be  happy  to  answer  any  questions 
that  you  or  the  other  Subcommittee  members  might  have. 
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U.S.  DEPARTMENT  OF  AGRICULTURE: 
MARKET  PROMOTION  PROGRAM  COULD  BE  MORE  EFFECTIVE 

SUMMARY  STATEMENT  BY  ALLAN  I.  MENDELOWITZ ,  DIRECTOR 
INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS 
GENERAL  GOVERNMENT  DIVISION 

The  Market  Promotion  Program  (MPP)  was  created  to  encourage  exports 
of  U.S.  agricultural  products.   In  fiscal  years  1986-93,  over  $1.25 
billion  was  authorized  for  MPP  and  its  predecessor,  the  Targeted 
Export  Assistance  program.   MPP  operates  through  not-for-profit 
associations  that  either  run  market  promotion  programs  themselves 
or  pass  the  funds  along  to  commercial  firms  to  promote  their  own 
brand-name  products.   About  60  percent  of  MPP  funds  go  to  generic 
promotions;  the  balance  supports  brand-name  promotions. 

The  Foreign  Agricultural  Service  (FAS),  which  administers  MPP,  has 
taken  steps  to  focus  and  tighten  requirements  for  program  funding. 
Nevertheless,  we  believe  that  additional  changes  need  to  be  made  in 
the  program  to  address  the  following  problem  areas: 

—  FAS  has  not  designed  the  program  to  ensure  that  MPP  funds 
increase  the  overseas  promotional  activities  of  commercial 
firms  participating  in  the  program  rather  than  simply 
replacing  funds  that  would  have  been  spent  anyway. 

—  FAS  lacks  criteria  regarding  the  length  of  time  commercial 
firms  can  remain  in  the  program  or  the  circumstances  under 
which  these  firms  should  assume  the  sole  responsibility  for 
their  export  promotion  activities . 

—  FAS  has  not  identified  the  circumstance  under  which  foreign 
firms  can  participate  in  the  program,  nor  established 
objectives  for  including  small,  medium-sized,  and  new-to- 
export  firms  in  the  program. 

—  FAS  relies  on  unverified  data  regarding  the  U.S.  content 
and  processing  of  products  in  allocating  MPP  funds. 

FAS  is  required  to  evaluate  the  effectiveness  of  MPP.   In  the  past, 
FAS  has  attempted  to  do  so  by  linking  MPP-funded  promotional 
efforts  to  increased  exports.   However,  to  fully  evaluate  the 
program  FAS  must  also  be  able  to  show  that  successful  market 
promotion  efforts  would  not  have  been  undertaken  without  MPP 
funding. 

Lastly,  FAS  officials  told  us  they  see  a  conflict  between  MPP's 
primary  objective — to  increase  exports — and  the  Appropriation 
Committee's  1993  direction  regarding  the  types  of  firms  and 
products  to  be  served  by  MPP.   Congress  may  wish  to  clarify  its 
intent  by  amending  the  MPP's  authorizing  legislation. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  the  Department  of 
Agriculture's  Market  Promotion  Program  (MPP).   During  fiscal  years 
1986-93,  over  $1.25  billion  has  been  authorized  for  MPP  and  its 
predecessor,  the  Targeted  Export  Assistance  (TEA)  program.   My 
testimony  will  address  the  historical  development  of  the  program 
and  its  management  and  operations.   I  will  also  highlight  several 
important  program-related  issues  that  we  believe  need  to  be 
addressed  by  Congress  and  the  Department  of  Agriculture  to  improve 
the  program. 

BACKGROUND 

In  1985,  to  reverse  the  decline  in  U.S.  agricultural  exports  and  to 
counter  the  negative  effects  on  U.S.  exports  of  unfair  foreign 
trade  practices,  the  Food  Security  Act  (P.L.  99-198)  authorized  the 
TEA  program.   The  TEA  program  provided  funds  to  support  market 
development  activities  for  commodities  adversely  affected  by  unfair 
foreign  trade  practices. 

In  1990,  the  TEA  program  was  replaced  by  MPP,  which  was  authorized 
by  the  Food,  Agriculture,  Conservation,  and  Trade  Act  of  1990  (P.L. 
101-624).   MPP  is  administered  by  the  Department  of  Agriculture's 
Foreign  Agricultural  Service  (FAS).   MPP  helps  finance  overseas 
promotional  activities  for  U.S.  agricultural  products.   MPP,  like 
its  predecessor,  was  created  to  develop,  maintain,  and  expand  U.S. 
agricultural  exports.   Unlike  the  TEA  program,  however,  MPP  gives 
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priority  to,  but  does  not  limit  participation  to,  commodities 
adversely  affected  by  unfair  foreign  trade  practices. 

MPP  provides  funding  primarily  for  consumer-related  promotions  of 
high-value1  generic  and  brand-name  products.   Generic  activities 
involve  the  efforts  of  not-for-profit  organizations  to  increase  the 
total  market  for  their  commodities  with  no  emphasis  on  a  particular 
brand.   Brand-name  activities  help  commercial  firms  establish 
consumer  loyalty  to  a  particular  brand.  About  60  percent  of  all 
program  activities  now  support  generic  promotions,  with  the 
remaining  40  percent  funding  brand-name  promotions. 

MPP  operates  through  not-for-profit  organizations  that  either  run 
market  promotion  programs  themselves  or  paSs>  tne  funds  along  to 
commercial  firms  to  spend  on  their  own  market  promotion  efforts. 
From  fiscal  year  1986  through  fiscal  year  1992,  64  not-for-profit 
organizations  have  participated  in  the  program.   It  is  the  not-for- 
profit  organizations,  operating  under  interim  program  regulations, 
that  determine  which  firms  receive  funds  and  how  much  they  receive. 

MPP  now  operates  on  a  cost-sharing  basis  with  its  participants. 
Under  the  current  MPP  interim  regulations,  participants  must 


High-value  agricultural  products  are  generally  classified  into 
three  groups:  semi-processed  products  (e.g.,  flour,  oilseed  meal, 
and  animal  fats);  highly  processed  consumer-oriented  products 
(e.g.,  processed  meats  and  dairy  products);  and  high-value 
unprocessed  consumer-oriented  products  (e.g.,  fresh  fruit,  eggs, 
and  nuts ) . 
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contribute  a  minimum  of  5-percent  of  their  own  resources  for 
generic  promotions;  previously,  they  were  encouraged,  but  not 
required,  to  contribute.   For  brand-name  activities,  commercial 
firms  are  generally  reimbursed  not  more  than  50  percent  of  their 
eligible  expenses. 

FAS  had  a  three-stage  application  approval  process  for  the  1992  and 
1993  program.   In  the  first  stage,  a  committee  of  senior  marketing 
specialists  reviewed  each  application  to  determine  compliance  with 
the  requirements  specified  in  the  interim  regulations.   In  the 
second  stage,  the  commodity  divisions  analyzed  the  content  of  each 
proposal  and  prepared  recommendations  for  the  allocation  level, 
required  cost-share  level,  and  ceiling  levels  by  country  and 
generic  versus  branded  activities.   The  commodity  divisions  used 
criteria  specified  in  MPP  interim  regulations  to  arrive  at  their 
funding  allocation  recommendations.   In  the  final  stage,  a 
committee  chaired  by  the  FAS  Assistant  Administrator  for  Commodity 
and  Marketing  Programs  made  adjustments  to  the  divisions'  funding 
recommendations,  because  the  total  recommended  funding  allocations 
exceeded  the  funds  available. 


'Commercial  firms  could  receive  more  than  50-percent  reimbursement 
if  (1)  the  commodity  being  promoted  had  a  favorable  decision  by  the 
U.S.  Trade  Representative  under  Section  301  of  the  1974  Trade  Act 
and  if  the  U.S.  Trade  Representative  has  not  terminated  action 
taken  as  result  of  such  favorable  decision;  and  (2)  the  commercial 
entity  was  reimbursed  at  more  than  50  percent  for  eligible  expenses 
under  the  TEA  program  during  fiscal  year  1990,  with  the 
reimbursement  rate  being  phased  down,  beginning  with  fiscal  year 
1991,  to  a  level  of  50  percent  by  fiscal  year  1995. 
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For  the  fiscal  year  1992  funding  allocation  process,  the  committee 
used  five  factors  to  make  the  final  allocations,  according  to  FAS: 
(1)  the  presence  of  an  unfair  foreign  trade  practice;  (2)  the 
proposed  contribution  (cost-share)  level;  (3)  the  proposed  budget 
size  in  relation  to  exports;  (4)  the  proposed  budget  size  in 
relation  to  the  expected  change  in  exports;  and  (5)  the  1991  export 
performance  in  relation  to  1991  goals  and/or  forecasts.   The 
allocation  factors  enter  into  the  decision-making  process  in  a 
weighted  formula.   For  the  fiscal  year  1993  funding  process,  the 
committee  included  two  additional  allocation  factors--U.S.  content 
and  processing--in  response  to  language  contained  in  the  fiscal 
year  1993  Agriculture  Appropriations  Committee's  conference  report 
(H.R.  Rep.  No.  102-815,  Aug.  7,  1992). 

MPP  PROGRAM  CRITERIA  DO  NOT  ADDRESS 
IMPORTANT  FACTORS 

FAS  uses  c  number  of  factors  to  allocate  MPP  funds  among  the 
various  eligible  applicants.   However,  we  believe  that  the  current 
funding  process  for  MPP  does  not  address  a  number  of  important 
factors.   Specifically,  FAS  has  no  assurance  that  MPP  funds  are 
used  to  increase  the  overseas  promotional  activities  of  commercial 
firms  participating  in  the  program  rather  than  simply  replacing 
funds  that  would  have  been  spent  anyway.   In  addition,  there  are  no 
criteria  addressing  the  graduation  from  MPP  of  commercial  firms  in 
the  program.   FAS  also  has  not  addressed  the  issues  of  the 
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participation  of  foreign  versus  domestic  firms  and  large  versus 
small  firms.   Lastly,  FAS  has  only  limited  information  regarding 
the  U.S.  content  and  processing  of  products  promoted  with  MPP 
funds,  one  of  the  criteria  used  in  the  funding  decision. 

No  Assurances  That  MPP  Funds 
Increase  Promotional  Activity 

FAS  does  not  require  commercial  firms  to  demonstrate  that  MPP  funds 
will  be  used  to  increase  promotional  activities.   The  lack  of  such 
a  requirement  affords  firms  the  opportunity  to  substitute  MPP  funds 
for  promotional  expenditures  they  would  possibly  have  otherwise 
undertaken  with  their  own  funds.   FAS  currently  has  no  way  of 
knowing  the  extent  to  which  this  practice  may  be  occurring.   We 
believe  that  the  participation  of  firms  in  the  program  with 
significant  prior  export  experience  and  with  multi-million  dollar 
advertising  budgets  suggests  that  greater  controls  over  program 
participation  are  needed. 

Other  government  incentive  programs  restrict  the  provision  of 
government  assistance  to  covering  those  expenses  that  are  greater 
than  previous  expenditure  levels.   For  example,  the  research  and 
development  tax  credit  provides  a  20-percent  tax  credit  for  certain 
expenditures,  but  only  to  the  extent  that  current-year  expenditures 
exceed  the  average  annual  amount  of  such  expenditures  in  the 
specified  base-period.   The  base-period  for  the  credit  is  generally 


127 

the  average  amount  of  the  prior  3  years*  expenditures.   No  such 
criterion  exists  for  MPP. 

While  FAS  does  not  collect  sufficient  information  to  determine 
whether  funding  substitution  is  occurring,  there  is  some  evidence 
that  suggests  it  may  be  occurring.   For  example,  we  reviewed  the 
files  for  16  firms  funded  by  one  of  the  not-for-profit 
organizations  we  visited.   Of  the  16  firms,  15  requested  MPP  funds 
for  markets  in  which  they  were  already  promoting  their  brand-name 
products.   In  one  case,  a  firm  with  14  years  of  export  experience 
requested  MPP  funds  for  a  total  of  31  markets.   In  five  of  the 
markets,  the  firm  had  at  least  10  years  of  promotional  experience 
with  the  brand-name  product  prior  to  participation  in  MPP. 

We  also  found  that  MPP  funds  make  up  a  relatively  insignificant 
portion  of  the  advertising  budgets  of  some  firms  in  the  program, 
thus  raising  a  question  as  to  whether  MPP  program  funds  are 
substantial  enough  to  cause  firms  to  undertake  promotional  activity 
in  addition  to  that  which  they  had  already  planned.   For  example, 
we  found  that  13  of  the  200  largest  advertisers  listed  in  the  1992 
Standard  Directory  of  Advertisers  received  MPP  funds  during  1992. 
The  13  firms  received  a  total  of  $9  million  in  MPP  funds.   The 
advertising  budgets,  for  each  of  the  13  firms  ranged  from  $45 
million  to  $538  million.   On  average,  the  MPP  funds  represented 
less  than  1  percent  of  their  advertising  budgets  for  1992. 
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MPP  Lacks  a  Program  Graduation  Requirement 

FAS  has  no  restrictions  on  the  length  of  time  that  commercial  firms 
can  continue  to  receive  MPP  funds.   FAS  believes  that  market 
promotion  is  a  long-term  effort  and  opposes  eliminating  funding  to 
firms  showing  success  in  meeting  FAS-approved  export  goals.  This 
view  is  counter  to  congressional  concerns  that  certain  restrictions 
are  necessary. 

The  Congress  has  previously  questioned  whether  MPP  recipients  need 
continued  long-term  funding.   The  Food,  Agriculture,  Conservation, 
and  Trade  Act  of  1990  directed  FAS  to  evaluate  each  MPP  recipient 
to  determine  whether  continued  program  assistance  was  necessary  for 
market  maintenance.   However,  FAS  has  not  Developed  specific 
criteria  to  make  the  required  evaluations. 

A  relatively  small  number  of  firms  (17)  have  received  TEA/MPP  funds 
for  7  straight  years--since  the  programs'  inception.   Many  more 
(136)  have  participated  in  the  program  for  5  or  more  years.   During 
the  5-  to  7 -year  period,  these  firms  received  the  bulk  of  the 
brand-name  program  funds.   While  these  firms  represented 
approximately  11  percent  of  the  total  number  of  participating 
firms,  they  received  about  66  percent  of  the  funds  allocated  for 
brand-name  promotions  during  fiscal  years  1986-92.   Appendix  I 
shows  the  number  of  years  firms  participated  in  the  MPP/TEA  brand- 
name  program. 
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No  Criteria  on  Foreign  Firm  Participation 

Concerns  about  foreign  firm  participation  in  MPP  were  expressed  by 
Members  of  Congress  during  the  1992  legislative  session.   They  were 
concerned  about  the  possibility  of  MPP  subsidizing  a  foreign  firm 
in  a  market  in  which  a  U.S.  corporation  was  trying  to  compete 
without  MPP  support.   FAS  officials  acknowledged  this  possibility 
but  made  no  changes  to  the  program  to  address  this  concern. 

The  conference  report  accompanying  the  1993  agriculture 
appropriation  directed  that  MPP  "funds  should  be  allotted  to  U.S.- 
based  participants  which  export  agricultural  products."   However, 
FAS  has  continued  to  allocate  funds  to  eight  not-for-profit 
organizations  that  support  foreign-based  firms.   FAS  officials 
stated  they  believed  that  the  report  language  did  not  exclude 
foreign  firms  from  the  program.   FAS  officials  added  that  increased 
emphasis  on  U.S.  content  and  processing  contributed  to  meeting  the 
conference  report's  objective  of  encouraging  more  U.S. -based 
participation. 

The  brand-name  program  is  administered  by  the  not-for-profit 
organizations,  which  in  turn  may  choose  to  allow  foreign  firms  to 
be  beneficiaries  under  the  program.3  FAS  requires  only  that  the 


3The  only  exceptions  are  commercial  entities  that  participate  in 
MPP's  Export  Inceptive  Program  (MPP/EIP) .   FAS  directly  provides 
these  firms  with  funds  for  branded  promotions.   According  to  MPP 
regulations,  all  of  the  firms  participating  in  MPP/EIP  must  be  U.S. 
commercial  entities. 
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participating  organization's  criteria  for  distributing  program 
funds  among  brand-name  participants  be  objective  and  reasonably 
related  to  its  worldwide  promotional  goals. 

In  the  early  part  of  1992,  FAS  asked  not-for-profit  organizations 
to  provide  information  on  the  domestic  and  foreign  ownership  of 
commercial  firms  funded  under  MPP.   Information  they  provided 
showed  that  at  least  $78  million4  of  MPP  funds  from  fiscal  year 
1986  through  fiscal  year  1992  went  to  foreign  firms  not  based  in 
the  United  States.   This  amount  represented  nearly  20  percent  of 
the  total  funds  allocated  for  brand-name  promotions  during  the  7- 
year  period.   Appendix  II  shows  the  distribution  of  funds  to 
foreign  and  domestic  firms  for  promoting  brand-name  products. 

Some  not-for-profit  organizations  fund  foreign  firms  exclusively, 
while  others  fund  few,  if  any,  foreign  firms.   Of  the  64  not-for- 
profit  organizations  active  in  the  MPP  brand-name  program  during 
fiscal  years  1986-92,  only  nine  provided  funds  to  foreign 
corporations.   These  nine  promoted  products  containing  U.S.  cotton, 
raisins,  peanuts,  soybeans,  rice,  honey,  seafood,  sunflower  seeds, 
or  walnuts. 

According  to  representatives  of  FAS  and  not-for-profit  participant 
organizations,  providing  MPP  funds  to  foreign  firms  is  consistent 


The  $78  million  does  not  include  funds  provided  to  U.S. 
subsidiaries  of  foreign  corporations. 
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with  the  program' 8  goals  and  objectives.   They  stated  that  the 
primary  goal  of  MPP  is  to  increase  U.S.  agricultural  exports.   They 
said  that  the  use  of  foreign  firms  increases  export  demand  for  U.S 
agricultural  products,  since  products  marketed  by  foreign  firms 
with  MPP  funds  are  made  with  U.S.  commodities.   They  explained  that 
foreign  firms  are  sometimes  better  situated  to  promote  and  export 
U.S.  agricultural  products  in  certain  foreign  markets  because  they 
have  greater  name  recognition,  superior  distribution  networks,  and 
more  knowledge  of  the  foreign  market  than  domestic  companies.   In 
addition,  a  not-for-profit  organization's  representative  said  that 
foreign  firm  participation  can  be  particularly  useful  in  cases 
where  U.S.  access  to  a  foreign  market  is  restricted. 

While  the  goal  of  MPP  is  to  benefit  U.S.  farmers,  the  program  can 
also  benefit  other  enterprises.   By  funding  foreign  firms,  we 
believe  that  MPP  may  make  it  more  difficult  for  U.S.  firms  to 
compete  and  obtain  a  foothold  in  foreign  markets .   The  funding  of 
foreign  companies  may  produce  short-term  gains  in  the  exporting  of 
U.S.  agricultural  commodities,  but  those  gains  may  come  at  the 
expense  of  U.S.  firms  trying  to  compete  in  those  foreign  markets. 

Participation  Levels  of  Small  Firms  Not  Known 

In  an  attempt  to  focus  program  funding,  the  conference  report 
accompanying  the  fiscal  year  1993  agriculture  appropriation  bill 
recommended  that  FAS  change  the  program  to  encourage  the 

10 
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participation  of  small-,  medium-sized,  and  new-to-export  firms. 
However,  FAS  does  not  collect  information  on  the  size  of  firms 
participating  in  the  program.   Therefore,  it  does  not  have  the 
information  needed  to  assess  whether  fiscal  year  1993  funding 
increased  for  small-,  medium-sized,  and  new-to-export  firms. 

To  evaluate  current  representation,  FAS  is  surveying  firms 
participating  in  the  program  to  obtain  information  on,  among  other 
things,  the  size  of  firms  currently  receiving  MPP  funding.   FAS 
plans  to  use  the  information  obtained  as  the  basis  for  its 
recommendations  on  MPP  eligibility  requirements. 

Because  FAS  does  not  collect  information  on  the  size  of  firms 
receiving  MPP  funds,  we  used  various  business  directories  to  obtain 
information  on  the  size  characteristics  of  the  top  50  firms  funded 
during  fiscal  year  1992.   Collectively,  the  top  50  firms  received 
nearly  64  percent,  or  $48.5  million,  of  the  $76.4  million  allocated 
to  brand-name  promotions  that  year. 

We  found  11  firms  that  appear  to  meet  the  Small  Business 
Administration's  (SBA)  size  standards  for  small  businesses.5  The 
11  firms  received  a  total  of  $8.5  million,  or  17.6  percent,  of  MPP 
funding  for  the  top  50  firms  during  fiscal  year  1992.   Our  analysis 


SBA  established  standards  by  industry  using  Standard  Industrial 
Classification  codes  to  define  companies  that  meet  its  criteria  for 
federal  assistance  for  small  firms.   The  size  standards  are 
specified  either  as  the  maximum  number  of  employees  or  annual 
receipts  for  a  business  to  be  considered  small. 
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did  not  include  the  other  556  firms  receiving  MPP  funding  for 
brand-name  promotions  during  fiscal  year  1992  nor  whether  the  firms 
were  new- to-export,  this  information  was  not  readily  available. 
The  overall  MPP  participation  rate  of  small  businesses  is  probably 
higher  than  observed  in  the  top  50  firms  because  smaller  firms  are 
generally  less  likely  to  be  the  recipients  of  the  largest  MPP 
allocations. 

FAS  and  representatives  of  not-for-profit  organizations  were 
concerned  that  the  emphasis  on  smaller  and  new-to-export  firms 
would  exclude  larger  companies  from  the  program.   They  explained 
that  larger  companies  with  significant  export  experience  can  often 
use  program  funds  more  efficiently  and  effectively  than  smaller  or 
new-to-export  firms.   As  a  result,  they  felt  the  participation  of 
larger  firms  benefits  U.S.  agricultural  producers  more 
significantly  because  they  could  export  a  larger  volume  of 
agricultural  products  or  commodities  than  smaller  firms. 
Furthermore,  they  noted  that  the  participation  of  large  firms  also 
benefits  smaller  firms.   For  example,  they  pointed  to  the 
activities  of  a  large  winery  participating  in  the  program. 
According  to  FAS  officials,  this  winery  purchases  much  of  its 
grapes  from  hundreds  of  smaller  grape  growers.   Accordingly,  this 
large  winery's  success  in  increasing  its  exports  also  benefits 
smaller  growers. 
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In  our  opinion,  whether  a  firm  should  receive  government  funding 
for  export  promotion  should  depend  on  both  the  ability  to 
effectively  use  the  funds  as  well  as  the  demonstrated  need  for  the 
funds.  While  large  firms  may  more  effectively  use  MPP  funds  to 
increase  exports  of  U.S.  agricultural  products,  the  resources 
available  to  such  firms  may  indicate  they  have  no  demonstrable  need 
for  government  assistance.  Such  firms  generally  have  the 
capability  to  fund  their  own  foreign  market  development  programs. 
Smaller  firms  typically  have  a  greater  need  for  government 
assistance  because  of  their  more  limited  infrastructure  for 
marketing  overseas . 

Limited  Assurance  MPP  Promotes  Predominantly 
U.S.  Grown  And  Processed  Products 

The  1993  Appropriations  Committee's  1993  conference  report  directed 
FAS  to  ensure  that  MPP  promotes  agricultural  products  that  are 
predominantly  U.S.  grown  and  manufactured.   While  FAS  developed 
criteria  for  using  content  in  funding  MPP  recipients  a  year  earlier 
and  modified  the  criteria  to  meet  this  direction,  we  believe  it  has 
little  assurance  that  firms  are  actually  meeting  their  content 
claims.   FAS  also  included  U.S.  processing  as  one  of  the  factors 
considered  during  the  fiscal  year  1993  funding  process.   However, 
FAS  did  not  obtain  information  on  U.S.  processing  and  had  to  make 
assumptions  regarding  the  extent  of  U.S.  processing. 
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In  response  to  the  conference  report,  FAS  changed  its  funding 
allocation  process  for  fiscal  year  1993.   FAS  added  a  factor  that 
lowered  the  score  for  not-for-profit  organizations  that  represented 
products  containing  less  than  100-percent  U.S.  content.   FAS  also 
for  the  first  time  recognized  U.S.  processing  in  the  allocation 
process . 

This  change  in  the  allocation  process  was  significant  because 
program  applicants  requested  $349.2  million  from  MPP,  which  had  an 
appropriation  of  $147.7  million.   After  reviewing  applications  for 
compliance  with  program  regulations,  FAS  used  seven  factors  to 
allocate  funds  to  MPP  applicants.   The  seven  factors  were:  (1)  the 
presence  of  an  unfair  foreign  trade  practice,  (2)  the  proposed 
level  of  the  applicant's  commitment  of  its  funds,  (3)  the  proposed 
budget  in  relation  to  exports  and  expected  change  in  exports,  (4) 
the  applicant's  1992  export  performance,  (5)  the  applicant's 
expected  change  in  market  share,  (6)  the  degree  of  U.S.  content, 
and  (7)  _..3  extent  of  U.S.  processing. 

U.S.  content 

MPP  regulations  issued  in  August  1991  do  not  restrict  program 
participation  to  products  that  have  100-percent  U.S.  content. 
Regulations  permit  full  funding  for  products  that  have  at  least  50- 
percent  U.S.  content  by  weight  (exclusive  of  added  water). 
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Products  that  have  less  than  50-percent  U.S.  content  are  eligible 
for  proportionally  less  funding. 

In  fiscal  year  1992,  practically  all  not-for-profit  organizations 
stated  that  the  brand-name  products  they  funded  had  at  least  50- 
percent  U.S.  content.   Of  the  59  MPP  applicants,  37  said  that  the 
U.S.  content  was  100  percent;  7  stated  that  the  U.S.  content  was  at 
least  50  percent;  5  stated  that  the  U.S.  content  ranged  somewhere 
between  50  and  100  percent;  and  1  stated  that  the  U.S.  content 
ranged  from  14  to  100  percent.   There  were  nine  applicants  who  did 
not  state  the  U.S.  content  of  their  products,  however,  based  upon 
the  nature  of  their  products  they  appeared  to  us  to  contain 
predominantly  U.S.  content.   For  example,  one  such  application  was 
for  the  generic  promotion  of  apples  grown  in  western  New  York 
State. 

While  FAS  has  established  a  funding  allocation  process  that 
includes  consideration  of  the  level  of  U.S.  content  and  processing, 
the  information  it  used  in  its  funding  decisions  was  based  on 
unverified  data.   FAS  officials  told  us  that  they  did  not  verify 
U.S.  content  of  brand-name  products  before  1993.   Instead,  they 
relied  on  statements  made  in  MPP  applications.   Starting  in  1993, 
FAS'  Compliance  Review  Staff  began  to  review  the  support  for  the 
certifications  made  regarding  U.S.  content  during  their  audits  of 
participants. 
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FAS  Compliance  Review  Staff  typically  limit  their  work  to  the  not- 
for-profit  organizations  and  do  not  as  a  rule  audit  the  commercial 
entities  performing  brand-name  promotions.   We  believe  this 
situation  severely  limits  the  ability  of  the  Compliance  Review 
Staff  to  assess  the  accuracy  of  statements  regarding  the  U.S. 
content  of  brand-name  products  promoted  with  MPP  funds. 

Not-for-profit  organizations  similarly  relied  on  unverified 
statements  on  U.S.  content.  Representatives  of  the  not-for-profit 
organizations  we  contacted  explained  that  they  only  reviewed  the 
U.S.  content  of  a  product  on  an  "exception"  basis.   For  example, 
some  commercial  firms  will  request  assistance  from  the  not-for- 
profit  organizations  to  determine  if  their  product  meets  the 
minimum  50-percent  U.S.  content  required  for  full  funding. 

U.S.  processing 

Currently,  FAS  does  not  ask  for  information  on  the  extent  of  a 
product's  U.S.  processing.   As  a  result,  FAS  officials  made 
assumptions  regarding  U.S.  processing  in  order  to  decide  on  fiscal 
year  1993  funding.   FAS  officials  stated  that  they  assumed  the 
level  of  U.S.  processing  by  the  nature  of  the  product  and  the 
presence  or  absence  of  foreign  brands  in  the  program. 
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EVALUATING  MPP  EFFECTIVENESS 

FAS  is  required  to  evaluate  MPP  effectiveness  by  the  Food, 
Agriculture,  Conservation,  and  Trade  Act  of  1990  and  the  conference 
report  accompanying  the  fiscal  year  1993  MPP  agriculture 
appropriation.   We  believe  such  an  evaluation  will  be 
methodologically  difficult  because  of  the  many  uncontrollable 
variables  that  affect  the  success  of  international  marketing 
efforts.   These  variables  include  foreign  exchange  rate 
fluctuations,  changes  in  foreign  commodity  production,  and  changes 
in  foreign  government  policies. 

FAS  has  claimed  success  for  the  program  by  linking  MPP-funded 
promotions  to  increased  exports.   Howevex,  a  credible  evaluation 
requires  much  more  than  this  association.   For  example,  even  if  a 
brand-name  promotion  effort  results  in  identifiable  increases  in 
exports,  unless  FAS  can  convincingly  demonstrate  that  the  promotion 
effort  would  not  have  been  undertaken  without  MPP  assistance,  those 
increases  in  exports  cannot  be  attributed  solely  to  the  program. 

FAS  CONFUSION  OVER  MPP  GUIDANCE 

FAS  officials  indicated  in  recent  congressional  hearings,  as  well 
as  in  discussions  with  us,  that  it  would  be  beneficial  for  the 
Congress  to  clarify  the  intent  of  MPP.   They  stated  that  in  their 
view  the  direction  provided  by  the  conference  report  accompanying 
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the  fiscal  year  1993  agriculture  appropriation  bill  conflicts  with 
the  guidance  provided  in  the  1990  legislation  enacting  MPP. 
Specifically,  FAS  officials  believe  that  the  primary  goal  of  MPP  is 
to  help  U.S.  farmers  by  increasing  U.S.  agricultural  exports. 

They  told  us  that  certain  direction  provided  by  the  conference 
report  limits  their  ability  to  increase  U.S.  agricultural  exports. 
For  example,  to  make  their  point  officials  referred  to  the 
conference  report  requirement  that  MPP  funds  be  allocated  to  small 
businesses.   They  observed  that  MPP  was  not  originally  intended  to 
be  a  small  business  development  program. 

While  these  officials  recognize  the  existence  of  more  specific 
guidance  in  the  conference  report,  they  continue  to  believe  that 
increasing  U.S.  agricultural  exports  is  the  MPP's  overriding  goal. 
Accordingly,  Congress  may  wish  to  clarify  its  intent  by  amending 
the  enabling  MPP  legislation. 


Mr.  Chairman  and  Members  of  the  Subcommittee,  this  concludes  my 
prepared  statement.   I  will  be  happy  to  answer  any  questions  that 
you  or  the  Subcommittee  may  have. 

(Attachments  follow:) 


18 


140 


APPENDIX  I 


APPENDIX  I 


LENGTH  OF  PARTICIPATION  BY  COMMERCIAL  FIRMS  IN  THE 
TEA/MPP  BRAND-NAME  PROGRAM,  FISCAL  YEARS  1986-92 


Years 
funded 

Number  of 
firms 

Percent  of 

all  firms 

TEA/MPP 
funding 
(millions) 

Percent  of 
total  brand- 
name  program 

7 

17 

1.4 

$146.9 

35.6 

6 

55 

4.4 

71.6 

17.3 

5 

64 

5.1 

54.1 

13.1 

4 

129 

10.2 

49.6 

12.0 

3 

149 

11.8 

37.9 

9.2 

2 

287 

22.8 

31.3 

7.6 

1 

560 

44.4 

21.6 

5.2 

Total 

1,261 

100.0 

$413.1 

100.0  1 

Source:  Foreign  Agricultural  Service. 
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APPENDIX  II  APPENDIX  II 

DISTRIBUTION  OF  MPP  FUNDS  TO  FOREIGN  AND  DOMESTIC 
FIRMS  FOR  THE  PROMOTION  OF  BRAND-NAME  PRODUCTS 

During  the  early  part  of  1992,  the  Foreign  Agricultural  Service 
(FAS)  began  obtaining  information  on  the  domestic  and  foreign 
ownership  of  commercial  firms  receiving  Market  Promotion  Program 
(MPP)  funds  for  brand-name  promotions.   Not-for-profit 
organizations  were  asked  to  categorize  firms  receiving  MPP/Targeted 
Export  Assistance  (TEA)  program  funds  during  fiscal  years  1986-92 
using  one  of  three  designations:  (1)  U.S.  firms,  (2)  subsidiary  of 
U.S.  firms,  and  (3)  foreign-owned  firms.   Not-for-profit 
organizations  were  not  asked  to  identify  subsidiaries  of  foreign 
corporations.   Tables  II. 1  and  II. 2  combine  U.S.  firms  and 
subsidiaries  of  U.S.  firms  into  a  single  category. 

FAS  did  not  verify  the  information  provided  by  the  not-for-profit 
organizations.   FAS  officials  noted  that  the  not-for-profit 
organizations  sometimes  contacted  the  commercial  firms  or  relied  on 
their  best  judgment  when  categorizing  firms. 
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Table  II.lt  MPP  Funds  Provided  to  U.S.  and  Foreign  Firms  for  Brand- 
name  Promotions,  Fiscal  Years  1986-92 

Dollars  in  millions 


Fiscal 

U.S.  firms 

Foreign  firms 

Total  MPP  | 

year 

MPP  funds 

Percent 
of  annual 
funding 

Dollars 

Percent 
of  annual 
funding 

funds 

1986 

$17.3 

90.6 

$1.8 

9.4 

$19.1 

1987 

30.4 

83.3 

6.1 

16.7 

36.5 

1988 

29.7 

79.0 

7.9 

20.9 

37.6 

1989 

61.3 

83.9 

11.8 

16.1 

73.1 

1990 

59.8 

79.7 

15.2 

20.3 

75.0 

1991 

76.8 

80.6 

18.5 

19.5 

95.3 

1992 

59.1 

77.4 

17.3 

22.7 

76.4 

Total 

$334.8 

80.9 

$78.6 

19.0 

$413.4 

Source:  FAS. 
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Table  II. 2:  Number  of  U.S.  and  Foreign  Firms  Receiving  Funds  for 
Brand-name  Promotions,  Fiscal  Years  1986-92 


Fiscal 
year 

U.S.  firms 

Foreign  firms 

1 

Total 

Number 

Percent 
of  annual 
funding 

Number 

Percent 
of  annual 
funding 

1986 

91 

91.0 

9 

9.0 

100 

1987 

176 

61.3 

111 

38.7 

287 

1988 

172 

55.5 

138 

44.5 

310 

1989 

350 

74.6 

119 

25.4 

469 

1990 

385 

77.3 

113 

22.7 

498 

1991 

462 

77.5 

134 

22.5 

596 

1992 

446 

73.6 

160 

26.4 

606 

Totala 

891 

70.6 

370 

29.3 

1,261 

"Numbers  do  not  add  due  to  firms  receiving  funds  in  more  than  1 
year. 

Source:  FAS. 
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TESTIMONY  OF 

STEPHEN  M.  LOVETT 

INTERNATIONAL  VICE  PRESIDENT  (WOOD  PRODUCTS) 

AMERICAN  FOREST  &  PAPER  ASSOCIATION 

AND 

ELIZABETH  C.  WARD 

EXECUTIVE  DIRECTOR 

AMERICAN  HARDWOOD  EXPORT  COUNCIL 


ON 


USDA'S  MARKET  PROMOTION  PROGRAM  (MPP) 


BEFORE  THE 


FOREIGN  AGRICULTURE  AND  HUNGER  SUBCOMMITTEE 

OF  THE 
HOUSE  AGRICULTURE  COMMITTEE 


JUNE  23,  1993 


Thank  you  very  much,  Mr.  Chairman,  for  the  opportunity  to 
testify  today  on  the  U.S.  Dept.  of  Agriculture's  Market  Promotion 
Program  (MPP) .   I  am  speaking  today  on  behalf  of  the  U.S.  solid 
wood  industry,  more  than  twenty  trade  associations  and  their 
7,500  member  companies  which  benefit  from  the  MPP  program  (see 
Attachment  A) . 

The  American  Forest  &  Paper  Association  (AFPA)  represents 
approximately  550  member  companies  and  related  trade  associations 
(whose  membership  is  in  the  thousands)  which  grow,  harvest,  and 
process  wood  and  wood  fiber,  manufacture  pulp,  paper  and 
paperboard  products  from  both  virgin  and  recovered  fiber,  and 
produce  solid  wood  products.  As  a  single  national  association, 
AFPA  represents  a  vital  national  industry  which  accounts  for  over 
7  percent  of  the  total  U.S.  manufacturing  output. 

The  industry  employs  some  1.4  million  people,  and  ranks 
among  the  top  10  employers  in  46  states,  with  an  annual  labor 
cost  of  about  $46  billion.   The  forest  and  paper  products 
industry  generates  sales  of  $200  billion  annually.   As  a 
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significant  exporter  to  gloual  markets,  with  exports  of  $17 
billion  in  1992,  the  industry  makes  an  important  contribution  to 
the  U.S.  balance  of  payments. 

EXECUTIVE  SUMMARY 

The  U.S.  forest  products  industry  message  is  that  FAS 
programs  work,  and  have  accomplished  much: 

o    FAS  programs  are  revenue  earners.   Employment  gains 

from  exports  have  brought  an  estimated  $345  million  in 
increased  annual  Federal  tax  revenues  from  the  wood 
industry  alone,  more  than  the  cost  of  the  entire  MPP 
and  FMD  program. 

o    MPP  has  helped  create  103,000  jobs:   37,000  direct 
industry  jobs,  and  another  66,000  induced  jobs. 

o    MPP  has  helped  hundreds  of  small  mills,  especially  in 
the  South  and  Northeast,  stay  in  business. 

o    The  broad  based  MPP  program  has  helped  every  sector  of 
the  wood  products  industry  promote  the  full  range  of 
U.S.  value  added  wood  products. 

o    Since  1985,  MPP  has  helped  wood  products  exports  more 
than  double,  from  $3  to  $6.7  billion. 

o    MPP  has  established  the  foundation  for  significant 
future  export  gains. 

o  MPP  has  united  an  industry  and  made  it  an  effective 
international  competitor,  creating  enthusiasm  and  a 
level  of  commitment  to  export  not  seen  before. 

o    The  MPP  program  helped  this  industry  make  a  major 
contribution  to  the  correction  of  the  U.S.  trade 
deficit. 

The  FAS  programs  have  changed  traditional  overseas  buying 
habits,  helped  overcome  foreign  trade  barriers,  and  laid  the 
foundation  for  future  export  gains  in  new  markets  for  U.S.  wood 
products  in  a  broad  range  of  end  uses.   They  have  united  our 
industry  to  work  together  in  a  single  export  program,  a  unique 
achievement . 

Why  has  all  this  happened?   Because  the  programs  work.   They 
are  cost  effective.   They  incorporate  a  sophisticated  management 
system  which  includes  strategic  planning  and  program  evaluation. 
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But  most  importantly,  FAS  programs  are  a  model  of  how  the 
best  talents  of  government  and  the  private  sector  can  work 
together  to  effectively  compete  in  the  international  environment. 
These  programs  should  be  supported,  expanded,  and  duplicated  in 
other  areas  of  government.   It  is  unfortunate  that  they  have  been 
misunderstood  and  on  that  basis  received  undue  criticism  and 
negative  press  which  threatens  to  not  only  tarnish  their  image, 
but  also  to  undo  their  effectiveness. 

COMMENTS  ON  MPP  LEGISLATION  PROPOSED  BY  SEW.  LEAHY.  8.  940 

On  behalf  of  the  industry  I  would  like  to  thank  you,  Mr. 
Chairman,  for  your  strong  support  of  FAS  programs  and,  through 
these  hearings,  your  commitment  to  listen  and  work  with  us  to 
make  these  programs  effective. 

We  know  that  you  are  strongly  committed  to  this  program,  and 
that  this  committment  is  a  product  of  dedicated  work  on  the  part 
of  you  and  your  staff  to  gain  a  deep  understanding  of  the 
program's  objectives  and  how  it  works.   We  fear,  however,  that 
your  understanding  and  committment  is  not  shared  by  others  in 
Congress  who  are  working  to  change  the  program. 

The  narrow  focus  of  the  media  has  created  a  public  furor 
based  on  a  very  limited  understanding  of  the  FAS  programs.   The 
misleading  focus  of  the  media  have  given  the  impression  that  the 
program  should  be  severely  restricted,  if  not  eliminated.   It 
would  be  a  tragedy  for  U.S.  agricultural  jobs  and  economy  if  the 
most  effect  promotion  program  ever  legislated  by  Congress  were  to 
be  crippled  by  its  opponents,  for  it  is  a  tremendous  example  of 
what  an  industry-government  partnership  can  do  to  help  U.S. 
farmers,  exporters,  and  small  businesses. 

Mr.  Chairman,  we  are  very  appreciative  of  your  committee's 
interest  and  efforts  to  ensure  the  MPP  program's  effectiveness 
and  utility.   Conceptually,  we  agree  with  the  committee's 
concerns  and  the  areas  you  have  focused  on,  such  as  graduation, 
audits,  and  small  business  participation. 

However,  we  are  very  concerned  that  Sen.  Leahy's  proposal  to 
legislatively  control  program  management  and  administration  will 
be  counter-productive.   Legislating  prescriptive  regulations  on 
program  administration  won't  accomplish  the  overall  goal  of  a 
better  program.  We  feel  that  Congress  should  not  attempt  to 
micro-manage  an  agency's  programs.   Congress'  role  should  be 
establishment  of  goals  and  oversight. 

If  enacted  through  legislation,  Sen.  Leahy's  changes  will 
result  in  a  program  which  will  be  rigid,  ineffective  in  the 
marketplace,  and  unattractive  to  those  entities  which  it  is 
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supposed  to  help.   Zeal  to  reform  the  program  risks  losing  sight 
of  the  goal:  strong  agricultural  exports. 

It  would  be  more  effective  to  legislate  performance  goals  by 
which  FAS  and  your  committee  would  be  able  to  ensure  that 
entities  are  performing  as  intended.  When  the  programs  don't 
perform,  or  have  completed  t^eir  mission,  appropriate  action, 
such  as  graduation,  could  be  taken.   However,  if  market 
conditions  significantly  change,  an  entity  should  be  allowed  to 
re-enter  a  market  to  re-capture  losses. 

Using  a  metaphor  from  our  industry,  to  prescriptively 
mandate  how  a  building  should  be  constructed  and  out  of  what 
materials  will  not  allow  a  builder  to  adapt  to  situations.   No 
one  would  dispute  that  controls  and  standards  are  necessary.  What 
is  important,  however,  is  safety  performance.   The  ultimate  goal 
is  to  have  the  building  perform. 

We  sincerely  look  forward  to  your  giving  us  an  opportunity 
to  work  with  you  and  this  committee  in  an  effort  to  forge  a 
proposal  to  accomplish  your  objectives  for  improving  the 
effectiveness  and  management  of  this  program  while  maintaining 
its  integrity  and  utility  to  the  agricultural  exporter.  These 
types  of  administrative  changes  are  best  accomplished  if  they  are 
done  through  FAS  on  a  performance  basis,  not  through  prescriptive 
legislation. 

As  an  industry  with  only  a  generic  promotion  program,  we  are 
only  offering  comments  today  on  those  proposals  which  will  affect 
generic  programs. 

Regarding  the  proposal  contained  in  S.940  for  a  "goal  for 
small-sized  Commercial  entities  and  medium-sized  commercial 
entities  that  are  beginning  exporters"  — 

The  viewpoint  expressed  in  this  testimony  includes  that  of 
small,  medium,  and  large  producers  from  Vermont  to  Florida  to 
California  who  are  currently  benefitting  from  the  MPP  program. 
The  vast  majority  of  companies  benefitting  from  our  industry's 
MPP  program  are  small  and  medium  sized  businesses. 

From  our  industry's  perspective,  making  small  business  a 
secondary  funding  priority  for  the  MPP  program,  after  the  primary 
priority  of  unfair  trade  practices,  is  unnecessary,  because  the 
program  has  already  attracted  small  and  medium-sized  companies. 
Thus  the  U.S.  wood  products  industry  program  has  already  achieved 
the  objective  of  this  provision  with  hundreds  of  small  and  medium 
sized  companies  nationwide  participating  in  MPP  and  becoming 
involved  in  exporting. 

There  are  several  points  which  need  to  be  considered 
regarding  this  proposed  program  change.   First,  such  a  mandate  by 


148 


Congress  of  where  funds  should  be  spent  starts  Congress  on  the 
dangerous  and  slippery  slope  of  earmarking  MPP  funds  for  specific 
commercial  and/or  commodity  interests  regardless  of  the  viability 
of  their  proposal.   One  of  the  strengths  of  this  program  has  been 
that  all  entities  and  commodities  compete  on  a  level  playing 
field;  their  ability  to  access  funding  is  based  on  the  individual 
and  comparative  merits  of  their  program  proposals  in  meeting  the 
rigorous  regulations  demanded  by  Congress  and  GAO.   This  sense  of 
fairness  inherent  in  the  program  makes  perfect  sense  since  the 
program  uses  tax  payer  dollars. 

Earmarking  creates  an  artificial  and  anti-competitive 
environment  in  which  entities  may  be  able  to  access  funds  based 
on  the  criteria  of  size,  not  necessarily  because  of  the  quality 
of  their  export  strategy  or  their  ability  to  manage  and 
contribute  to  any  MPP  funding  they  may  receive. 

For  the  past  several  years  Congress  has  forced  FAS  to  comply 
with  increasingly  rigorous  funding  criteria  and  program 
regulations  to  ensure  that  MPP  program  resources  are  efficiently 
allocated  based  on  export  return  potential.   By  skewing  funding 
based  on  recipient  size  criteria,  this  earmarking  will  allocate 
already  scarce  resources  inefficiently  and  circumvent  many  of  the 
safeguards  Congress  already  wrote  into  the  program  to  ensure  that 
MPP  funds  are  spent  wisely. 

Secondly,  there  has  been  and  continues  to  be  a  great  deal  of 
effort  to  include  smaller  companies  in  the  MPP  program.   As  you 
are  aware,  FAS  last  year  held  MPP  seminars  for  over  850  small 
companies  nationwide  to  encourage  them  to  participate  in  the 
program.   In  addition,  the  regional  trade  associations,  which 
primarily  service  smaller  companies,  received  an  average  increase 
of  102  percent  from  1992-1993  of  $7  million. 

The  best  example  of  small  business  involvement  from  the  wood 
products  industry  I  can  give  you  is  the  American  Hardwood  Export 
Council,  a  special  project  of  the  American  Forest  &  Paper  Assn. 
AHEC  is  an  association  of  approximately  75  small  and  medium-sized 
companies  and  domestic  trade  associations.   They  realized  that 
their  small  size  and  limited  capital  prevented  them  from  serious 
marketing  overseas,  so  they  came  together  to  form  the  AHEC  to 
pool  their  resources  to  access  FAS  funding.   Since  their  initial 
participation  in  the  program,  their  production  committed  to 
export  has  jumped  50  percent  with  many  of  these  small  companies 
crediting  the  AHEC's  MPP  marketing  program  as  the  key  to  their 
success  and  preventing  many  of  them  from  experiencing  economic 
difficulties  during  the  industry's  recent  economic  downturn. 

Regarding  the  proposal  in  S.940  for  a  "graduation"  of 
generic  promotion  participants  — 
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While  graduation  might  be  appropriate  in  some  cases,  it 
would  be  counter  productive  if  applied  to  the  wood  products 
industry. 

Graduation  strikes  at  the  very  heart  of  marketing.   It 
prevents  entities  from  having  enough  time  in  a  market  to 
accurately  identify  barriers  to  trade  and  hence  marketing 
opportunities,  and  then  to  design  and  implement  a  promotional 
program  which  can  successfully  create  marketing  opportunities  and 
increased  exports.   Graduation  will  force  entities  to  face 
several  negative  situations. 

First,  graduation  arbitrarily  assumes  that  it  takes  only 
five  years  in  every  situation  to  fully  realize  market  potential 
in  a  country.   This  is  an  artificial  limitation.  Actual 
realization  of  market  opportunities  may  take  substantially 
longer,  especially  when  unfair  trade  practices  prevail. 

Second,  with  some  agricultural  products,  especially  wood 
products,  it  takes  at  least  five  years  to  put  in  place  all  the 
elements  necessary  for  successful  marketing,  i.e.,  market  and 
consumer  research  on  which  to  base  strategic  plans,  technical 
standards,  training  of  foreign  end  users,  demonstration  projects, 
long  term  evaluation,  and  so  forth. 

With  the  graduation  clause,  the  U.S.  industry  would  then 
have  to  step  back  from  the  market  just  at  the  point  when  they 
were  poised  to  capitalize  on  the  initial  5-year  investment.  The 
MPP  program  would  then  have  created  a  golden  opportunity  for  our 
competitors  —  countries  like  Canada,  Chile,  New  Zealand,  and 
Russia  —  who  could  then  set  up  their  own  promotion  programs  in 
foreign  markets  on  the  foundations  MPP  dollars  established!  MPP 
would  then  have,  in  essence,  successfully  promoted  an  increase  in 
non-U. S.  imports  to  a  foreign  country,  forcing  U.S.  exporters  to 
realize  reduced  levels  of  exports  and  reduced  market  shares. 

A  perfect  example  is  Japan.   Our  industry  has  been  making  a 
concerted  effort  to  open  the  Japanese  market  to  U.S.  wood 
products  for  10  yrs.,  with  the  Japanese  making  slow,  but  steady 
progress.  We  are  on  the  verge  of  having  significant  market 
openings  and  reaping  the  benefit  of  our  efforts.   If  the 
graduation  clause  were  in  effect  today,  we  wouldn't  be  able  to 
capitalize  on  all  this  work.  We  will  have  created  fertile  ground 
for  our  competitors  to  gain  what  should  have  been  U.S.  export 
gains. 

Even  when  we  are  well  established  in  a  market,  we  are 
subject  to  attacks  in  the  marketplace  by  competitors;  for  example 
in  the  mid  1980' s  the  U.K.  brick  industry  took  65  percent  of  the 
market  share  for  structural  wood  products  which  was  later 
regained  thanks  to  MPP.   Had  we  graduated,  this  market  would  have 
been  permanently  lost. 
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BACKGROUND 

The  seven  year  period  ending  in  1992  during  which  the  forest 
products  industry  has  participated  in  MPP/TEA  witnessed  dramatic 
gains  in  overseas  sales,  more  than  doubling  from  $3  billion  in 
1985  to  $6.7  billion  in  1992. 

MPP/TEA  Programs  Have  Helped  Increase  Wood  Products  Exports  And 

Preserve  Jobs 

MPP  and  its  predecessor,  the  Targeted  Export  Assistance 
(TEA)  program,  have  been  instrumental  in  helping  the  forest 
products  industry  realize  these  dramatic  export  gains,  reversing 
the  decline  of  solid  wood,  exports  experienced  in  the  early 
1980' s.  MPP  assisted  market  development  and  promotional 
activities  have  been  vital  to  the  wood  products  industry  in 
reducing  the  impact  of  foreign  technical  trade  barriers, 
increasing  exports  of  our  products,  and  creating  an  estimated 
37.000  direct  forestry  sector  jobs,  and  another  66.000  induced 
jobs.   The  jobs  created  by  expanded  exports  have  helped  offset 
the  effects  of  the  recession  and  decline  in  housing  starts,  as 
well  as  those  resulting  from  environmental  and  regulatory 
restrictions. 

While  it  is  always  difficult  to  isolate  the  direct  impact  of 
generic  promotion  activities  on  exports,  there  is  clear  evidence 
that  the  program  continues  to  have  a  unique  and  significant 
impact.   I  would  like  to  mention  only  a  few  of  the  many  examples 
of  this  impact.   For  example,  the  U.S.  panel  industry  has 
displaced  Canada  as  the  major  supplier  to  the  U.K.  because  their 
technical  and  promotion  activities  allowed  their  economic 
competitiveness  to  overcome  traditional  buying  patterns  and 
habits. 

The  full  impact  of  the  TEA/MPP  program  in  Japan,  to  cite 
another  example,  is  not  yet  even  reflected  in  the  current  trade 
figures  which  show  a  growth  in  U.S.  processed  product  exports  of 
119  percent,  from  $350  million  to  $765  million  between  1986  and 
1992.   This  growth  is  largely  the  result  of  MPP/TEA  efforts  to 
increase  the  utilization  of  U.S.  wood  products  in  traditional 
Japanese  post  and  beam  construction  methods.   Current  promotional 
activities  concentrate  on  demonstration  projects  to  prove  the 
economic  and  practical  advantages  of  U.S.  timber  frame  techniques 
and  products  for  multi-story  and  multi-use  structures.  As  a 
result  of  these  and  many  technical  activities,  Japanese  building 
codes  and  product  standards,  formerly  an  impediment  to  increased 
use  of  U.S.  wood  building  products  in  residential  and  commercial 
construction,  are  being  revised.  The  real  trade  benefits 
attributable  to  these  efforts,  and  those  of  our  U.S.  trade 
negotiators  with  whom  they  were  closely  coordinated,  are  just  at 
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the  point  of  realization  and  will  generate  significant  trade 
increases  for  U.S.  wood  products. 

The  true  impact  of  these  promotion  programs  will  be  in  the 
longer  term.   The  heart  of  the  industry's  program  is  the 
introduction  of  the  highly  efficient  wood  frame  construction 
systems  to  many  areas  of  the  world.   The  acceptance  of  this 
system  is  an  important  element  of  the  industry's  export  forecasts 
through  the  end  of  the  decade. 

FAS  funds  are  not  used  to  promote  exports  of  raw  materials 
such  as  chips  or  logs.   Further,  no  funds  are  given  to  individual 
companies  for  product  promotion.   Industry  associations  use  FAS 
funds  to  promote  only  generic  wood  products,  lumber,  veneer, 
plywood,  moulding,  non-structural  panels,  and  so  forth,  and  not 
specific  company  brands.   All  MPP  activities  support  exports  of 
processed,  high-value  wood  products,  expanding  the  job  market  for 
U.S.  workers  at  home. 

Furthermore,  MPP  is  not  a  giveaway  program:  the  industry 
devotes  enormous  resources,  energy,  and  time  to  the  program.  MPP 
is  also  cost  effective:  during  the  program's  past  seven  years, 
for  every  $1.00  of  FAS  funds  spent,  total  U.S.  wood  products 
exports  increased  by  $394,  and  U.S.  value  added  exports  increased 
by  $259. 

MPP  does  not  benefit  individual  companies  directly,  but 
rather  creates  demand  overseas  through  generic  promotion.  This 
indirectly  helps  companies,  especially  small  ones,  that  would 
otherwise  not  participate  in  export  markets.   Let  me  give  two 
examples . 

The  U.S.  hardwood  sector  exemplifies  the  success  of  MPP. 
Exports  of  hardwoods  increased  from  $500  million  in  1985  to  $1.9 
billion  in  1992.   Jameson  French,  past  Chairman  of  the  American 
Hardwood  Export  Council,  the  leading  international  trade 
association  for  the  U.S.  hardwood  industry,  has  stated  that  "had 
it  not  been  for  the  strong  and  growing  export  market  fueled  by 
the  MPP,  hundreds  of  hardwood  producers  across  the  country  would 
have  gone  out  of  business."  Small  hardwood  companies  from 
Vermont  to  Georgia  would  have  shut  down  had  it  not  been  for  the 
growth  in  export  markets.   The  percentage  of  production  of  many 
of  these  companies  that  has  been  devoted  to  exports  has  increased 
by  over  50  percent  or  more  and  has  been  a  major  factor  in  helping 
them  survive  economic  hard  times. 

Georgia  Pacific  provides  an  example  of  a  large  company  that 
dramatically  changed  its  marketing  strategy  because  of  the 
effectiveness  of  the  MPP/TEA  program.   In  the  early  eighties, 
wood  products  exports  were  not  a  high  priority  for  the  company. 
Recently,  however,  GP  demonstrated  a  strong  commitment  to 
exporting  when  it  allocated  significant  company  resources  to 
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international  marketing  including  new  offices  in  Europe,  Latin 
America,  and  Asia.  GP's  vice  president  for  marketing  and 
international  said  that  GP's  decision  to  commit  substantial 
company  resources  was  based  in  large  upon  the  proven 
effectiveness  of  FAS  generic  marketing  programs  in  developing 
markets  for  value  added  wood  products.   He  said  that  successes 
with  FAS  programs  gave  GP  the  evidence  needed  to  push  forward  on 
their  own. 

The  MPP  remains  a  vital  part  of  the  industry's  export 
strategy.  Not  only  must  we  maintain  the  gains  of  the  late 
1980 's,  but  we  have  yet  to  reach  our  full  estimated  export 
potential  of  $8  to  $12  billion  annually  by  the  end  of  the  decade. 

Onerous  trade  barriers  coupled  with  the  lack  of  foreign 
knowledge  about  U.S.  solid  wood  products  have  constrained  growth. 
In  response,  the  U.S.  industry  has  developed  an  interlocking 
strategy  for  creating  additional  markets  for  processed,  value 
added  wood  products.  Market  development  activities  such  as  those 
conducted  under  the  MPP  are  a  key  component  of  an  integrated 
strategy  that  combines  market  development,  trade  policy,  and 
export  financing. 

Market  development  activities  maintain  and  expand  markets 
and  provide  the  high  visibility  necessary  to  invigorate  trade 
negotiations;  trade  policy  opens  markets  by  reducing  trade 
barriers;  and  export  financing  helps  fuel  exports  to  take 
advantage  of  the  demand  generated  by  market  development  and  the 
market  access  gained  through  trade  negotiations.   The  fact  is, 
U.S.  government  efforts  to  eliminate  trade  barriers  have  a  much 
greater  chance  of  success  if  supported  by  a  positive  and  highly 
visible  promotion  program  such  as  those  conducted  under  the  MPP. 

FAS  Administration  of  MPP 

The  management  methodology  adopted  by  FAS  is  a  sophisticated 
tool  for  ensuring  that  U.S.  government  funds  are  spent  wisely, 
and  has  been  updated  to  incorporate  past  congressional  and  GAO 
recommendations  and  requests,  especially: 

1.  FAS  conducts  careful  analysis  of  market  opportunities 
and  incorporates  them  into  long-term  agricultural 
strategies  for  market  promotion  activities. 

2.  FAS  requires  both  activity  plan  and  full  program 
evaluations  to  identify  successes  and  areas  of 
improvement  for  U.S.  industry  to  do  a  better  job  of 
marketing  its  products  overseas. 

These  changes  and  others,  along  with  greatly  enhanced  FAS 
oversight,  have  led  FAS  to  become  more  involved  in  their  review 
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of  funding  applications  and  annual  marketing  plans  to  ensure 
value  for  money.   They  should  be  commended  for  their  work  in 
improving  programs  which  help  maintain  and  support  U.S. 
agricultural  exports  worldwide. 

Widespread  Industry  Support  for  MPP 

MPP  enjoys  tremendous  support  within  the  U.S.  wood  products 
industry  (see  Attachment  A) .   Combined,  these  associations  and 
companies  supporting  FAS  programs  represent  virtually  the  entire 
wood  products  industry. 

MPP  has  only  been  able  to  sustain  this  broad  level  of 
industry  support  for  one  reason:   OUR  PROGRAMS  WORK.   U.S.  wood 
products  companies  support  MPP  because  this  program  has  increased 
jobs,  improved  income  and  profitability,  and  helped  correct  trade 
imbalances.   By  conducting  generic  promotion  programs  through 
broad-based  non-profit  trade  associations,  markets  are  opening 
for  all  U.S.  manufacturers  —  large  and  small.   One  indication  of 
the  industry's  support  for  FAS  programs  is  the  financial 
commitment  the  wood  products  industry  has  made  to  the  program, 
devoting  over  $8  million  through  1992. 

MPP  does  not  benefit  individual  wood  products  companies 
directly  but  rather  establishes  a  generic  overseas  presence  for 
the  products  of  small  and  medium  sized  companies,  companies  that 
otherwise  would  have  no  opportunity  to  sell  products  overseas. 
Through  MPP  non-profit  trade  associations  stimulate  the  demand 
and  consumption  of  U.S.  wood  products  overseas  so  that  U.S. 
companies  have  an  easier  time  actually  making  sales. 

MPP  has  allowed  the  U.S.  forest  products  industry,  through 
its  non-profit  trade  associations,  to  educate  foreign  consumers 
about  the  benefits  of  U.S.  finished  wood  products  through  various 
technical  publications,  trade  fairs,  educational  seminars,  and 
association  sponsored  trade  delegations.  MPP/TEA  has  provided 
the  added  resources  to  conduct  such  programs  and  the  results  are 
paying  off.   Let  me  give  you  just  a  few  examples: 


MPP  Helps  Boost  British  Demand  for  U.S.  Hardwoods 

In  1987,  the  American  Hardwood  Export  Council  began  a 
comprehensive  promotion  program  in  the  U.K.  utilizing  the 
MPP/TEA  program.   Consumers  and  other  end  users  were  shown 
the  benefits  of  U.S.  hardwood  products  through  seminars, 
trade  shows,  a  mobile  hardwood  exhibit,  specifiers  guides 
and  other  promotions.   As  a  result,  between  1986  and  1992. 
U.S.  hardwood  exports  to  the  U.K.  increased  14  2  percent, 
from  $33  million  to  $80  million.   In  addition.  U.S.  hardwood 
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market  share  rose  from  8  percent  to  20  percent  during  the 
same  period.   These  tremendous  gains  have  been  especially 
beneficial  to  small  hardwood  companies  in  the  South  and 
Northeast,  taking  up  the  slack  during  the  recession  and 
pulling  these  companies  through  tough  times. 

Promotion  Programs  Help  Raise  U.S.  Wood  Products  Exports  to 
Japan  200  percent  and  Assist  in  Creating  a  Positive  Climate 
for  Trade  Negotiations 

The  industry  has  conducted  a  variety  of  MPP/TEA  assisted 
programs  in  Japan  to  combat  that  country's  extensive  trade 
barriers  to  finished  wood  products,  helping  to  increase  wood 
products  exports  to  that  country  200  percent  between  1986 
and  1992.   Softwood  lumber  exports  alone  rose  150  percent 
from  $200  million  in  1986  to  $499  million  in  1992.   Industry 
association  activities,  in  cooperation  with  FAS,  have 
included  several  trade  shows  a  year,  Japanese  language 
publications,  and  demonstration  projects,  of  which  the 
American  Plywood  Association's  (APA)  Summit  House  is  the 
most  famous  example.  APA  has  just  finished  construction  on 
Super  House,  a  multi-family,  multi-story  structure. 

Another  example  is  the  FAS-assisted  media  campaign  conducted 
in  1990  which  was  designed  to  correct  false  impressions 
about  wood  frame  structures  and  advocate  increases  in  wood 
construction.   These  and  a  multitude  of  other  industry 
promotions  created  a  positive  climate  for  change,  and 
supported  the  successful  conclusion  of  the  Super  301 
negotiations  between  the  U.S.  and  Japan.   USTR  estimates 
that  the  Super  301  Agreement,  when  fully  implemented,  will 
yield  an  additional  $1  billion  annually  in  U.S.  wood 
products  exports  to  Japan. 

MPP/TEA  Creates  New  Market  Opportunities  in  Mexico 

In  Mexico,  MPP/TEA  assisted  seminars,  publications,  and 
trade  missions  promoting  U.S.  lumber  have  contributed  to 
dramatic  export  gains  —  from  approximately  $30  million  in 
1985  to  over  $208  million  in  1992.   Exports  to  Mexico  of 
other  southern  wood  products  have  benefitted  as  well.   U.S. 
hardwood  lumber  exports  have  increased  from  $7.6  million  in 
1985  to  over  $42  million  in  1992.   Overall  during  this  same 
period,  U.S.  wood  products  exports  to  Mexico  have  increased 
586  percent  by  value.   Successful  conclusion  of  a  Free  Trade 
Agreement  with  Mexico  will  no  doubt  bring  new  opportunities; 
however  without  MPP  sponsored  activities  which  educate 
specifiers  and  users  about  the  variety,  versatility,  and 
affordability  of  U.S.  products,  additional  export  gains  will 
come  slowly,  if  at  all. 
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o    Demonstration  Projects  Help  Increase  Exports  of  Plvwood  3  00 
Percent 

TEA  assisted  generic  wood  products  promotion  projects 
coordinated  by  the  American  Plywood  Association  on  behalf  of 
the  U.S.  industry,  such  as  Summit  House  in  Japan  and  Street 
of  Dreams  in  the  United  Kingdom,  have  demonstrated  the 
quality  and  affordability  of  a  broad  range  of  U.S.  wood 
products.   These  efforts  helped  increase  exports  of  plywood 
worldwide  by  300  percent  between  1985  and  1992,  as  well  as 
contributing  to  dramatic  gains  in  other  industry  sectors. 

Although  the  wood  products  industry  has  made  significant 
gains  in  overseas  markets,  it  would  be  short  sighted  to  believe 
that  maintaining  and  expanding  these  markets  will  be  easy.  As  a 
complement  to  trade  policy,  cooperative  efforts  between  the 
industry  and  U.S.  government  through  programs  such  as  MPP  is 
crucial  to  realizing  this  industry's  full  export  potential. 

In  summary,  the  U.S.  forest  products  industry  message  is 
that  FAS  programs  work,  and  have  accomplished  much: 

o    FAS  programs  are  revenue  earners.  Employment  gains 

from  exports  have  brought  an  estimated  $345  million  in 
increased  annual  Federal  tax  revenues  from  the  wood 
industry  alone,  more  than  the  cost  of  the  entire  MPP 
and  FMD  program. 

o    MPP  has  helped  create  103,000  jobs:   37,000  direct 
industry  jobs,  and  another  66,000  induced  jobs. 

o    MPP  has  helped  hundreds  of  small  mills,  especially  in 
the  South  and  Northeast,  stay  in  business. 

o    The  broad  based  MPP  program  has  helped  every  sector  of 
the  wood  products  industry  promote  the  full  range  of 
U.S.  value  added  wood  products. 

o    Since  1985,  MPP  has  helped  wood  products  exports  more 
than  double,  from  $3  to  $6.7  billion. 

o    MPP  has  established  the  foundation  for  significant 
future  export  gains. 

o  MPP  has  united  an  industry  and  made  it  an  effective 
international  competitor,  creating  enthusiasm  and  a 
level  of  commitment  to  export  not  seen  before. 

o    The  MPP  program  helped  this  industry  make  a  major 
contribution  to  the  correction  of  the  U.S.  trade 
deficit. 
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The  FAS  programs  have  changed  traditional  overseas  buying 
habits,  helped  overcome  foreign  trade  barriers,  and  laid  the 
foundation  for  future  export  gains  in  new  markets  for  wood  frame 
construction.    They  have  united  our  industry  to  work  together  in 
a  single  export  program,  a  unique  achievement. 

Why  has  all  this  happened?  Because  the  programs  work.  They 
do  not  need  fixing.  They  are  cost  effective.  They  incorporate  a 
sophisticated  management  system  which  includes  strategic  planning 
and  evaluation. 

But  most  importantly,  FAS  programs  are  a  model  of  how  the 
best  talents  of  government  and  the  private  sector  can  work 
together  to  effectively  compete  in  the  international  environment. 
These  programs  should  be  supported,  expanded,  and  duplicated  in 
other  areas  of  government,  and  are  not  deserving  of  the  criticism 
and  negative  press  that  today  threaten  to  tarnish  their  image  and 
undo  their  effectiveness. 

(Attachment  follows:) 


13 


157 


Attachment  A 


LIST  OF  WOOD  PRODUCTS  INDUSTRY  COMPANIES  AND 
ASSOCIATIONS  WHICH  SUPPORT 
FOREIGN  AGRICULTURAL  SERVICE  (FAS)  PROGRAMS 


Associations  representing  the  wood  products  industry  with  a 
combined  representation  of  over  7,500  companies  with  operations 
in  all  50  states  support  FAS  programs: 


Association  Support 

American  Forest  &  Paper  Association 

American  Hardwood  Expqrt  Council 

American  Ins.  of  Timber  Construction 

American  Plywood  Assn. 

American  Walnut  Manufacturers  Assn. 

Appalachian  Hardwood  Manufacturers 

Fine  Hardwood  Veneer  Assn. 

Hardwood  Manufacturers  Assn. 

Hardwood  Plywood  Manufacturers  Assn. 

Lake  States  Lumber  Assn. 

National  Dimension  Manufacturers  Assn. 

National  Hardwood  Lumber  Assn. 

National  Wood,  Window  and  Door  Assn. 

Northeastern  Forest  Resource  Alliance 

Northeastern  Loggers'  Assn. 

Penn-York  Lumberman's  Club 

Southern  Forest  Products  Assn. 

Southeastern  Lumber  Manuf .  Assn. 

Walnut  Council 

Western  Wood  Products  Assn. 

Wood  Moulding  &  Millwork  Producers  Assn. 


NV'frfr  ?f  Members 
550 

80 
427 

53 

13 
169 

34 

115 

163 

200 

120 

1200 

141 

4 

2343 

261 

198 

510 

650 

225 

110 


TOTAL 


7566 


Partial  List  of  Company  Support 

Abenaki  Timber  Corp. 

Anderson-Tully  Co. 

Augusta  Logging  Exporters,  Inc. 

Averitt  Lumber  Co. 

Baillie  Lumber  Co.,  Inc. 

Blaney  Hardwoods 

Boise-Cascade 

Bradford  Forest  Products 

Cardinal  Trading,  Ltd. 

Cedar  Shake  &  Shingle  Bureau 

Coastal  Lumber 

Cole  Hardwood  Inc. 


W.Springfield  NH 


Memphis 

TN 

Staunton 

VA 

Clarksville 

TN 

Hamburg 

NY 

Barlow 

OH 

Boise 

ID 

Bradford 

PA 

Portland 

OR 

Bellevue 

WA 

Weldon 

NC 

Logansport 

IN 
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Contact  Lumber 

David  R.  Webb  Co.,  Inc. 

Emerson  Phares  Lumber  Co. 

Fitzpatrick  &  Weller,  Inc. 

Freeman  Corp. ,  The 

Friedman  Hardwoods 

Georgia-Pacific 

Germain  Timber  Co. 

Gutchess  International  Inc. 

Hanafee  Bros.  Sawmill  Co.  Inc. 

Hancock  Lumber 

Hoosier  Timber 

Interforest  Corp. 

International  Paper 

International  Veneer  Co.  Inc. 

J.M.  Jones  Lbr.  Co.  Inc. 

J.W.  Jones  Lumber  Co. 

Kitchen  Brothers  Mfg.  Co. 

Louisiana  Pacific 

Hatson  Wood  Products 

Michigan-California  Lumber 

Midwest  Lumber  &  Dimension  Inc. 

Monadnock  Forest  Products,  Inc. 

Monticello  Hardwood,  Inc. 

Neff  Lumber  Mills,  Inc. 

Nicolet  Hardwoods 

Nor st am  Veneers  Inc. 

Northland  Forest  Products 

North  Pacific  International 

North  Pacific  Lumber  Co. 

O'Shea  Lumber  Co. 

Owens  Forest  Products 

PFS  Corp. 

P.W.  Plumly 

Pierson-Hollowell  Co. 

Plum  Creek  Timber  Co. 

Pope  &  Talbot 

Prime  Lumber  Co. 

R.C.  Services 

Rajala  Companies 

Schmid  Lumber  Co.  Inc. 

Shannon  Lumber  International 

Snavely  Forest  Products  Inc. 

South-Central  Timber  Development 

Stimson  Lumber 

T  &  S  Hardwoods 

Taylor  Lumber,  Inc. 

Taylor-Ramsey  Corp. 

TECO 

Tex-O-Cal  Hardwoods,  Inc. 

Timber  Products  Co. 

Tradewest  Hardwood  Co. 

Tradewinds  International,  Inc. 

USA  Woods  International 


Portland 

OR 

Edinburgh 

IN 

Elkin 

WV 

Ellicottville 

NY 

Winchester 

KY 

Columbus 

OH 

Atlanta 

GA 

Pittsburgh 

PA 

Cortland 

NY 

Troy 

TN 

Casco 

HE 

Indianapolis 

IN 

Durham,  Ontario 

New  York 

NY 

South  Hill 

VA 

Natchez 

MS 

Elizabeth  City 

NC 

Hazlehurst 

MS 

Portland 

OR 

Brookeville 

PA 

C amino 

CA 

Floyd  Knobs 

IN 

Jaffrey 

NH 

Monticello 

MS 

Broadway 

VA 

Laona 

WI 

Mauckport 

IN 

Kingston 

NH 

Portland 

OR 

Portland 

OR 

Glen  Rock 

PA 

Duluth 

MN 

Madison 

WI 

Winchester 

VA 

Lawrenceburg 

IN 

Seattle 

WA 

Portland 

OR 

Thomasville 

NC 

Philadelphia 

PA 

Deer  River 

MN 

Indianapolis 

IN 

Memphis 

TN 

Pittsburgh 

PA 

Anchorage 

AL 

Portland 

OR 

Milledgeville 

GA 

McDermott 

OH 

Lynchburg 

VA 

Madison 

WI 

Temple 

TX 

Medford 

OR 

Long  Beach 

CA 

Savannah 

GA 

Memphis 

TN 

W.H.  Cramer  Lumber  Co. 
Walter  H.  Weaber  Sons  Inc. 
Webb  Export  Corp. 
Webster  Industries  Inc. 
Weyerhaueser 
Whit son  Lumber  Co. 
Willamette  Industries  Inc. 
World  Wood  Co. 
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Hickory 

NC 

Lebanon 

PA 

Edinburgh 

IN 

Bangor 

WI 

Tacoma 

WA 

Nashville 

TN 

Albany 

OR 

Cove  City 

NC 
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TESTIMONY  OF 

Michael  W.  Sparks,  Acting  Executive  Director 
FLORIDA  DEPARTMENT  OF  CITRUS 

before  the  Subcommittee  on  Foreign  Agriculture  and  Hunger 
of  the  House  Agriculture  Committee 

REGARDING  THE  MARKET  PROMOTION  PROGRAM 

June  23,  1993 

Good  morning.  My  name  is  Mike  Sparks,  and  I  am  acting  Executive  Director  of  the  Florida  Department 
of  Citrus.  We  are  a  Market  Promodon  Program  (MPP)  participant.  The  Department  of  Citrus  is  a  state 
government  agency  in  Florida  with  full  agency  status.  The  Florida  Citrus  Commission  is  a  board  of  twelve  men 
and  women  actively  engaged  in  the  citrus  industry  and  this  commission  acts  as  the  agency  head  The 
Department  has  the  responsibility  of  regulating,  researching  and  promoting  Florida's  citrus  industry  both 
domestically  and  internationally. 

We  are  a  major  participant  in  the  MPP,  receiving  this  year  $7.7  million  from  FAS,  for  a  total  Department 
of  Citrus  international  marketing  budget  of  $14  million.  The  balance  of  the  Department's  $67  million  budget 
is  generated  from  grower  taxes  on  citrus  fruit 

Our  tax  base,  plus  the  fact  that  the  Citrus  Commission  is  made  up  of  citrus  growers,  gives  the 
Department  a  direct  link  to  the  producer.  Our  goal  is  to  increase  the  total  market  for  citrus  products,  not  to  fight 
over  share.   We  are  not  acting  on  behalf  of  any  individual  processor  or  packer. 

Our  $14  million  international  marketing  budget  largely  funds  a  generic  program.  For  example,  in  a 
generic  program,  "Florida"  grapefruit  is  promoted,  as  opposed  to  individual  brands.  This  year,  we  advertised, 
promoted  and  conducted  public  relations  and  trade  activities  for  Florida's  citrus  products  in  16  countries  around 
the  world. 

The  citrus  products  supported  by  the  Florida  Department  of  Citrus  under  this  program  are  100  percent 
Florida-grown  and  processed.  They  are  clearly  labeled  and  promoted  as  100  percent  Florida  product.  No 
product  with  foreign  content  is  promoted.  Further,  no  TEA/MPP  funds  are  used  by  the  Florida  Department  of 
Citrus  to  reimburse  travel,  entertainment  or  administrative  expenses. 

From  the  perspective  of  the  Florida  Department  of  Citrus,  the  MPP  and  its  predecessor,  the  TEA  program 
have  been  successful.  They  have  enabled  the  Florida  citrus  industry  to  triple  our  grapefruit  exports  from  $50 
million  to  $150  million. 

In  examining  suggested  legislative  changes  to  the  MPP,  we  suggest  that  the  Committee  keep  in  mind 
that  the  program,  while  not  perfect,  is  working.  We  hope  that  the  Committee  will  carefully  evaluate  all 
suggested  changes  and  take  care  not  to  make  changes  that  will  impede  program  effectiveness  or  create  excessive 
regulatory  burdens. 

The  following  are  some  comments  on  program  changes: 

Branded  Industry  Promotion 

In  addition  to  the  generic  program,  approximately  10%  (or  $1.4  million)  of  our  total  international 
marketing  budget  is  directed  to  branded  programs.  Our  branded  program  is  different  from  our  generic  program 
in  that  the  exporter  directs  the  promotional  activities.  However,  these  activities  are  subject  to  strict  Department 
of  Citrus  regulations.  We  require  performance  and  accountability  from  our  branded  participants,  as  well  as  a 
financial  contribution.    It  is  not  a  giveaway  program. 

We  believe  that  for  products  like  orange  juice,  there  must  be  brand  involvement  for  effective  promotion. 
While  we  can  effectively  promote  Florida  fresh  grapefruit  on  a  generic  basis,  orange  juice  like  other  packaged 
foods  can  only  be  promoted  effectively  on  a  brand  basis. 
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Market  Research 

We  think  FAS'  guidelines  should  be  strengthened  to  encourage  market  research  driven  programs.  On 
the  front  end,  market  research  can  point  you  in  the  right  direction.  For  example,  market  research  tells  us  that 
the  Japanese  prefer  eating  fresh  grapefruit  as  an  after  dinner  dessert  rather  than  in  the  morning.  Knowing  this, 
as  well  as  other  consumer  attitudes,  clearly  affects  how  the  product  should  be  advertised  and  promoted.  On  the 
back  end,  research  provides  an  evaluation  tool  that  tells  you  whether  your  program  is  working. 

The  Department  of  Citrus  has  spent  a  little  over  $1  million  in  market  research  over  the  last  four  years 
in  support  of  our  international  programs.  This  is  a  minimum  effort.  If  you  view  FAS  money  as  seed  money 
to  develop  a  market  for  the  long  term,  solid  market  research  should  serve  as  a  foundation. 

Graduation 

In  concept,  we  think  that  graduation  terms  for  markets,  rather  than  for  participants,  could  be  a  reasonable 
modification  to  the  program.  However,  it  should  be  kept  in  mind  that  our  competitors  will  remain  in  those 
markets,  often  times  at  far  greater  levels  of  government  support  We  shouldn't  forget  that  this  was  one  important 
reason  for  developing  the  MPP  in  the  first  place.  If  we  are  to  remain  competitive,  it  should  continue  to  be  an 
important  consideration. 

We  are  concerned  with  a  five-year  limit  though,  because  often  markets  are  slow  to  build.  Abandoning 
a  market  just  as  it  is  beginning  to  pay  off  makes  no  sense.  If  a  graduation  amendment  is  adopted,  it  should  be 
discretionary  with  the  Secretary. 

Matching  Funds 

Regarding  relative  monetary  contributions,  we  think  that  the  participant's  45%  contribution  for  generic 
programs  is  appropriate.  Again  in  our  case,  the  citrus  grower  is  making  the  contribution  directly  to  the 
Department  of  Citrus. 

Priority  Funding 

With  regard  to  the  idea  of  allocating  a  percentage  of  MPP  funds  to  small-  or  medium-sized  commercial 
entities  that  are  beginning  exporters,  we  do  not  believe  that  producer  returns  are  enhanced  to  a  greater  degree 
by  small-  or  medium-sized  firms,  or  firms  that  are  new  exporters.  Citrus  growers  front  their  contribution  on  a 
per  box  basis,  whether  they  are  little  growers  or  large  growers.  They  typically  do  not  control  whether  their  fruit 
is  packed  or  processed  by  a  large,  medium  or  small  concern.  Large  commercial  entities  are  legitimate  and 
important  outlets  for  agricultural  commodities  and  in  many  cases  are  the  best  equipped  to  handle  these  exports 
because  they  have  the  necessary  resources  and  expertise.  It  takes  more  than  money  to  successfully  promote  and 
market  commodities  abroad.  MPP  participants  should  receive  promotional  funds  for  performance  on  a 
proportionally  equal  basis.    This  approach  is  consistent  with  the  Robinson-Patman  Act. 

Additionality 

Regarding  the  additionality  requirement  —  we  have  struggled  in  our  own  domestic  brand  advertising 
rebate  programs  with  the  same  concept.  For  a  number  of  years,  the  Florida  Department  of  Citrus  conducted 
brand  advertising  rebate  programs  with  Florida  processors.  We  did  not  want  to  pay  for  advertising  activities  that 
the  brands  were  going  to  conduct  with  or  without  our  money.  We  never  found  a  reasonable  way  to  assure 
"additionality"  and  in  the  end  were  unconvinced  of  its  relevance. 
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Independent  Audit 

Regarding  the  suggestion  for  an  independent  audit,  we  think  that  in  programs  such  as  ours,  with 
numerous  internal  controls,  state  audits  and  strict  performance  documentation  requirements,  an  independent  audit 
is  an  unnecessary  expense.  A  mandatory  internal  audit  could  be  required  where  internal  controls  or 
documentation  is  weak. 

In  closing,  we'd  like  to  point  out  that  if  Florida  continues  its  current  production  trend,  we  will  be  a  net 
exporter  rather  than  a  net  importer.  With  production  exceeding  domestic  demand,  we  will  need  a  place  for  our 
surplus,  and  strong  export  markets  will  be  critical  (see  table  below).  We  must,  therefore,  expand  the  international 
market  opportunities  during  the  latter  part  of  the  1990s.  New  markets  are  needed  for  the  citrus  industry  to 
prosper. 

On  a  national  level,  farm  trade  is  critical  to  the  health  of  the  U.S.  economy  and  a  big  plus  to  our  total 
trade  picture.  People  want  our  agricultural  products  overseas,  and  this  is  due,  in  large  part,  to  the  fact  that  the 
U.S.  has  exposed  other  markets  to  our  products  and  promoted  their  use.  Last  year,  farm  exports  added  a  positive 
surplus  of  $18  billion  to  the  U.S.  balance  of  trade.  This  is  one  positive  impact  of  our  trade  efforts  and  policies, 
and  MPP  is  an  important  part  of  that  mix. 

The  U.S.  is  losing  its  edge  in  farm  exports,  however,  and  U.S.  farm  policies  must  continue  to  play  a  role 
in  encouraging  exports.  Although  the  MPP  has  been  subject  to  numerous  criticisms,  we  think  it  is  one  of  the 
best  tools  available  and  it  is  the  only  tool  currently  available  to  promote  high  value  and  value-added 
commodities,  such  as  citrus.  These  types  of  commodities  are  the  fastest  growing  segment  of  the  international 
marketplace  and  the  U.S.  has  a  wealth  of  supply. 

We  urge  you  to  support  the  program  and  to  make  changes,  where  possible,  that  will  enhance  the 
effectiveness  of  the  program. 


Estimated  U.S.  Orange  Juice  Net  Import  Requirements 


U.S.  Domestic 

U.S. 

Season 

Orange-Juice 
Sales 

Orange-Juice 
Production 

U.S.  Net 

Import  Requirements 

Mil 

lion  SSE  Gallons  - 

%  of  Sales 

1993-94 

1,234 

1,118 

116 

9.4 

1994-95 

1,277 

1,212 

65 

5.1 

1995-96 

1,313 

1,292 

21 

1.6 

1996-97 

1,359 

1,359 

— 

— 

1997-98 

1,418 

1,418 

— 

~ 

1998-99 

1,467 

1,467 

— 

— 

1999-2000 

1,503 

1,503 

— 

— 

2000-01 

1,525 

1,533 

-8 

-0.5 

2001-02 

1,533 

1,553 

-20 

-1.3 

2002-03 

1,538 

1,568 

-30 

-2.0 

SOURCE:  Economic  Research  Department,  Florida  Department  of  Citrus,  1993 
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STATEMENT  OF 

Richard  Krajeck 

on  behalf  of  the 

U.S.  Feed  Grains  Council 

before  the 

House  Agriculture  Sub-Committee  on  Foreign  Agriculture  and  Hunger 

June  23,  1993 


Mr.  Chairman,  distinguished  Members  of  the  Sub-Committee,  it  is 
an  honor  to  appear  before  you  today  to  discuss  the  importance  of 
the  Market  Promotion  Program  to  producers  of  corn,  sorghum  and 
barley  in  the  United  States . 

My  name  is  Richard  Krajeck  and  I  am  the  Vice  President  of  the 
U.S.  Feed  Grains  Council.   The  Council  is  a  private,  non-profit 
organization  that  develops  and  expands  export  markets  for  U.S. 
feed  grains  and  co-products  through  a  network  of  11  international 
offices.   Support  for  the  Council  comes  from  barley,  corn  and 
sorghum  producers  throughout  the  United  States  and  from  leading 
agribusiness  firms. 

The  Council's  mission  statement  simply  reads  "Build  profitability 
for  the  U.S.  feed  grains  industry  through  development  and 
servicing  of  export  markets".   To  accomplish  this  purpose  the 
Council  builds  and  services  rational  overseas  demand  for  U.S. 
feed  grains  and  co-products  and  cultivates  the  foreign  commitment 
to  import  U.S.  feed  grains . 


164 


To  accomplish  this  mission  we  have  two  basic  sources  of  funding: 
our  membership  and  the  federal  government.   Our  membership 
contributes  through  check-off  boards  that  collect  a  certain 
amount  of  the  price  received  for  each  bushel  of  commodity  they 
sell  and  through  direct  membership  fees. 

Market  Promotion  Program  funding  has  allowed  the  Council  to 
increase  export  expansion  programs  and  to  develop  innovative  ways 
of  addressing  new  markets  and  value-added  commodities  such  as 
corn  starches,  ethanol,  malt  and  specialty  grains. 

In  Brazil,  the  Council  used  MPP  funds  to  regain  a  market  that 
U.S.  barley  malt  had  lost  to  the  EC's  unfair  trade  practices. 
Brazil  generally  imports  its  barley  malt  from  the  EC  due  to  the 
high  level  of  exports  subsidies  they  offer.   The  Council  was  able 
to  use  MPP  funds  to  prepare  and  send  samples  of  U.S.  malt  to 
Brazilian  brewers. 

After  testing  the  samples  and  meeting  with  U.S.  maltsters,  Brazil 
purchased  14,000  MT  of  malt  from  the  United  States  with  a  value 
of  $3.7  million.   These  were  the  first  sales  of  U.S.  malt  to 
Brazil  in  nearly  20  years.  A  direct  offshoot  of  the  program  in 
Brazil  has  been  a  sale  of  25,000  MT  of  barley  malt  to  the 
Dominican  Republic  with  a  value  of  $6.5  million  dollars. 

When  Spain  and  Portugal  joined  the  European  Community  in  1987, 
the  United  States  lost  two  important  feed  grains  customers  due  to 
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the  high  variable  levies  imposed  on  feed  grains  imports .   Through 
the  MPP  program  the  Council  was  able  to  carry  out  a  series  of 
feeding  trials  with  the  Spanish  and  Portuguese  dairy  industries 
which  introduced  them  to  the  value  of  using  corn  gluten  feed  in 
their  rations.   Use  of  the  duty-free  corn  gluten  feed  by  the 
dairy  sectors  in  Spain  and  Portugal  increased  from  zero  to  over 
500,000  metric  tons  annually,  or  $65  million,  in  just  5  years. 

Through  the  use  of  MPP  funds,  the  Council  has  been  able  to 
provide  equipment  and  training  for  grain  quality  labs  in  Egypt 
resulting  in  a  major  reduction  in  the  number  of  grading  and 
contract  disputes .   This  has  directly  encouraged  increased 
imports  of  U.S.  grains. 

Another  successful  program  under  MPP  has  been  the  Market 
Education  Program  to  teach  grain  purchasers  around  the  world  how 
to  buy  from  the  United  States.   I  have  brought  a  few  copies  of 
the  Importer  Manual  we  produced  that  has  been  translated  into 
Spanish  and  Arabic  and  distributed  world  wide. 

MPP  has  also  enable  the  Council  to  complete  evaluations  of  our 
past  and  current  market  promotion  activities  and  undertake  long- 
term  strategic  planning  which  will  enable  the  Council  to  more 
effectively  use  its  available  resources. 
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The  programs  that  the  Council  has  completed  using  MPP  funds  have 
long  term  market  value  that  will  continue  to  return  dividends 
long  after  the  programs  are  concluded. 

The  Council's  successful  use  of  MPP  funds  to  expand  exports  is 
due  to  our  already  existing  overseas  staffing  and  offices,  and 
the  long  term  commitments  we  are  able  to  make  through  funding 
from  the  Foreign  Agricultural  Service  as  part  of  the  Foreign 
Market  Development  Program.   The  President's  budget  specifically 
reduces  funding  under  this  .  .-ogram  by  $10  million,  or  by  1/3.   We 
have  been  able  to  successfully  utilize  MPP  funds  because  of  the 
market  promotion  framework  we  already  have  established  under  the 
Foreign  Market  Development  Program.   For  cooperators  such  as  the 
Council,  the  Foreign  Market  Development  Program  and  the  Market 
Promotion  Program  are  interdependent. 

CONCLUSION 

Exports  are  the  economic  engine  that  drives  agriculture  as  we  go 
through  the  transition  of  seeking  more  income  from  the 
marketplace  and  less  from  the  government.   Although  support  for 
agriculture  was  dramatically  reduced  in  the  1990  Farm  Bill  and 
further  dramatic  cuts  are  under  consideration  by  Congress,  the 
government  has  not  provided  agriculture  with  the  strengthened 
tools  and  policies  necessary  to  garner  more  income  from  the 
export  market. 
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U.S.  agricultural  trade  surpluses  have  consistently  offset  the 
overall  U.S.  trade  deficit.   In  FY  1992,  U.S.  farm  exports 
totaled  $42.4  billion  and  the  resulting  agricultural  trade 
balance  increased  to  a  positive  $18  billion.  U.S.  farm  exports 
support  860,000  full-time  jobs.   These  are  jobs  in  processing, 
packaging,  transportation  and  other  services.   For  each  dollar  of 
U.S.  farm  goods  exported,  an  additional  $1.40  in  economic 
activity  is  generated. 

In  1991,  total  spending  by  USDA  on  foreign  market  development 
under  both  the  cooperator  program  and  MPP  was  $185  million  while 
overseas  sales  of  U.S.  agricultural  products  totaled  $37.5 
billion.   That  means  that  USDA  investment  in  export  expansion 
activities  was  less  than  1/2  of  1  percent  of  the  total  value  of 
agricultural  exports. 

The  cooperators  and  the  MPP  participants  need  the  strong  support 
of  the  Congress  to  insure  that  funding  for  the  Foreign  Market 
Development  is  restored  to  the  full  $33  million  and  funding  for 
MPP  is  maintained  at  the  proposed  $147.7  million.   This  action  is 
critical  to  U.S.  producers  in  view  of  reductions  in  price  support 
programs  and  the  pressure  to  obtain  more  income  from  domestic  and 
export  markets . 

Thank  you  for  the  opportunity  to  make  this  presentation. 

(Attachment  follows:) 
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U.S.  Feed  Grains  Council 


1 400  K  Street  N  W  .  Suite  1 200  •  Washington  D  C  20005 


Telephone  2C2  •  789  •  0789 
Telex  440064  USFG  Ul 
Cable  USFEED 

The  U.S.  grain  marketing  system  is  designed  to  serve  the  needs  of  its  customers  by 
providing  dependable,  high  quality  products  at  competitive  prices.  Grain  producers, 
agribusinesses,  and  the  U.S.  government  work  together  with  overseas  purchasers  to 
initiate  innovative  approaches  to  producing  and  supplying  grain  and  grain  products  to 
valued  customers  all  over  the  world. 

It  is  in  this  spirit  of  cooperation  that  we  have  compiled  the  Grain  Importer  Manual. 
The  manual  is  a  comprehensive  document  that  outlines  the  information  necessary  to 
use  the  U.S.  grain  marketing  system  to  the  mutual  advantage  of  the  exporter  and 
importer.  The  information  contained  in  the  manual  can  be  applied  to  the  procurement 
of  barley,  corn  (maize),  sorghum  (milo)  and  many  other  U.S.  commodities. 

The  manual  is  designed  for  use  as  a  working  guide  and  training  manual  by  your  staff  at 
all  levels.  We  recommend  that  you  make  the  manual  even  more  useful  by  adding 
specific  sections  that  deal  with  policies  and  procedures  in  your  country,  local  facility 
characteristics  and  your  own  individual  considerations. 

Some  areas  of  interest  to  you  may  not  be  included  in  this  first  edition.  However,  we 
plan  to  update  the  manual  with  new  or  revised  information  based  on  changes  in 
trading  procedures  as  well  as  your  recommendations.  The  Council  staff  and  other  U.S. 
representatives  stand  ready  to  help  you  to  put  the  manual  to  maximum  use,  and  fulfill 
your  needs  for  additional  information. 

I  am  confident  that  this  manual  provides  the  information  that  will  help  you  to 
formulate  a  purchasing  strategy  that  will  enable  you  to  successfully  achieve  the  goals 
of  your  company  or  organization,  make  positive  contributions  to  national  development 
strategies,  and  facilitate  trade. 

I  would  like  to  thank  the  U.S.  Department  of  Agriculture,  the  North  American  Export 
Grain  Association,  and  the  many  representatives  of  U.S.  grain  producers  and 
agribusinesses  who  helped  to  develop  and  produce  this  manual.  Their  efforts  made  the 
manual  possible,  just  as  the  leadership  and  cooperation  of  all  those  involved  in  U.S. 
agricultural  production  and  trade  are  the  very  foundation  of  the  U.S.  grain  marketing 
.  system. 

Sincerely, 

Richard  J.  06odman 
Chairman  of  the  Board 
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This  manual  has  been  compiled  as  an  industry  service  by  the  U.S. 
Feed  Grains  Council  from  materials  and  information  supplied  by  a 
number  of  outside  sources.  USFGC  is  not  responsible  for  the  factual 
accuracy  or  timeliness  of  the  information  contained  herein.  This 
manual  and  its  appendices  are  intended  as  basic  reference  materials 
and  are  not  to  be  considered  as  business,  investment  or  legal  advice. 
The  reader's  own  advisor  or  counsel  should  be  consulted  with  respect 
to  specific  matters  of  interest. 

March  30,  1990 


(The  complete  report  is  held  in  the  committee  files.) 
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Statement  to  the 
Sub-Committee  on  Foreign  Agriculture  &  Hunger 

of  the 
House  Committee  on  Agriculture 

By  Tom  Wild 
Concerning  the  Market  Promotion  Program 

Chairman  Penny,  members  of  the  Sub-Committee  on 
Foreign  Agriculture  and  Hunger: 

My  name  is  Tom  Wild.  I  appear  before  you  this  morning  as 
a  potato  producer  from  central  Wisconsin  to  submit  comments 
in  support  of  the  Market  Promotion  Program.  My  knowledge  of 
the  MPP  is  based  upon  my  observations  as  an  active  member  of 
the  National  Potato  Research  &  Promotion  Board  of  which  I  have 
served  as  Vice-Chairman  for  Export  and  currently  serve  as 
Chairman. 

The  U.S.  potato  industry  has  long  recognized  the 
importance  of  developing  international  markets  for  our  products 
and  initiated  its  first  efforts  to  do  so  nearly  20  years  ago  in 
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cooperation  with  the  Foreign  Agricultural  Service.  These  first 
efforts,  as  well  as  those  conducted  through  1985,  primarily 
focused  on  introducing  frozen  french  fries  to  Asia's  developing 
quick-serve  restaurant  trade  through  product  demonstrations  and 
participation  in  trade  shows.  While  the  size  and  scope  of  these 
activities  were  quite  limited,  the  industry  was  largely  successful 
in  establishing  U.S.  fries  with  the  major  quick-serve  restaurant 
chains  in  Japan,  Hong  Kong  and  Singapore.  By  the  end  of 
1985,  the  export  volume  of  frozen  potato  products  had  risen  to 
66,100  MT  as  compared  to  just  38,325  MT  for  1980  -  an 
average  annual  growth  rate  of  approximately  1 2  percent. 

U.S.  Frozen  Potato  Export  Volume 
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With  the  promotional  assistance  afforded  the  potato 
industry  subsequent  to  the  introduction  of  the  TEA  program  in 
1986  and  the  current  MPP,  efforts  were  expanded  to  begin 
reaching  the  mass  populations  of  an  increasing  number  of  Pacific 
Rim  nations  with  larger,  more  effective  promotions  including 
consumer  advertising  and  cooperative  sales  promotions.  These 
expanded  efforts  resulted  in  immediate  and  significantly  greater 
increases  in  the  export  volume  of  U.S.  frozen  potatoes. 

For  example,  the  industry's  generic  consumer  advertising 
campaign  in  Taiwan  during  1991  and  1992  attributed  to  a 
phenominal  66  percent  increase  in  the  percent  of  housewives 
between  the  ages  of  25  and  49  which  have  ever  purchased 
frozen  potato  products  at  a  retail  or  convenience  market.  In 
another  example,  the  industry  recently  assisted  a  local  quick 
serve  restaurant  chain  in  the  Philippines  to  add  a  second  potato 
product  to  their  menu  on  a  permanent  basis.  This  cooperative 
sales  promotion  activity  included  support  for  the  chains 
consumer  advertising  which  highlighted  the  new  product  and  the 
development  of  point-of-sale  materials  to  encourage  trial  and 
repeat  purchase. 
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As  a  result  of  the  success  of  these  and  other  promotional 
activities  ,  the  export  volume  of  U.S.  frozen  potato  products 
reached  210,000  MT  by  the  end  of  1992  -  an  increase  of  323 
percent  from  only  ten  years  earlier.  Parallel  to  this  sharp  rise  in 
export  volume  was  the  corresponding  increase  in  the  total  value 
of  all  U.S.  potato  exports  which  currently  stand  at  approximately 
$350  million  annually. 


U.S.  Potato  Export  Volume  &  Value 

1982-1992 
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Potato  growers  like  myself,  as  well  as  the  entire  U.S. 
potato  industry  are  true  believers  in  cooperative  promotional 
programs  such  as  the  former  TEA  program  and  the  current  MPP. 
We've  seen  the  impact  these  programs  have  had  on  our  industry 
and  believe  that  the  growth  in  frozen  potato  exports  is  truly  a 
success  story  which  illustrates  the  impact  of  programs  of  this 
nature.  Export  volume  growth  rates  for  the  five  years  prior  to 
the  implementation  of  these  programs  increased  12  percent 
annually;  however,  in  the  five  year  period  following  their 
implementation  growth  rates  soared  to  25  percent  annually. 


U.S.  Potato  Export  Volume  Growth  Rate 
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The  impact  of  the  industry's  successful  international  efforts 
has  been  felt  by  every  potato  producer  in  the  U.S.  The 
development  of  markets  worldwide  has  provided  U.S.  potato 
growers  with  a  growing  and  reliable  outlet  for  production 
surpluses  which  could  otherwise  be  disastrous  to  domestic 
prices  received  by  producers. 

Dr.  Guenthncr  of  the  University  of  Idaho  has  suggested  that 
domestic  potato  prices  will  rise  by  4  percent  for  each  additional 

1  percent  of  production  removed  from  the  U.S.  supply  via  the 
export  market.  Assuming  an  average  crop  size  of  385  million 
cwt.  and  a  price  of  $6.00  per  cwt.,  each  additional  1  percent  of 
exports  would  return  an  additional  $70  million  to  U.S.  potato 
growers.  Given  that  U.S.  export  volume  has  increased  from  just 

2  percent  of  domestic  production  in  1 985  to  nearly  6  percent  of 
domestic  production  for  1992,  the  benefit  to  U.S.  potato 
growers  and  the  U.S.  economy  resulting  from  increased  potato 
exports  has  been  substantial. 
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U.S.  Potato  Export  Fresh  Equiv.  Volume 
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While  some  have  criticized  USDA  (in  particular  FAS)  for 
their  management  and  oversight  of  the  TEA  and  MPP,  I  suggest 
they  have  implemented  the  necessary  steps  to  effectively 
administer  the  MPP  now  and  in  the  future.  I  also  applaud  the 
greater  emphasis  which  FAS  has  placed  on  evaluation  and 
strategic  planning.  These  steps  have  undoubtedly  strengthened 
and  enhanced  the  effectiveness  of  activities  undertaken  by  the 
program  participants.  In  the  case  of  the  potato  industry,  I  know 
this  to  be  true.  Numerous  changes  in  programs  and  strategic 
direction  have  been  implemented  in  response  to  evaluations  and 
Just  last  year  at  the  encouragement  of  FAS,  our  potato  industry 
conducted  its  first-ever  long  range  planning  session. 
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Results  such  as  those  posted  by  the  U.S.  potato  industry 
have  made  me  a  true  believer  in  international  promotion.  I  hope 
that  by  hearing  of  the  potato  industry's  success,  as  well  as  the 
success  stories  of  other  industries,  you  will  agree  that  the  MPP 
is  effectively  achieving  the  results  as  intended  by  Congress  -  to 
expand  U.S.  agricultural  exports.  The  MPP  is  important  to  not 
only  the  U.S.  potato  industry,  but  to  all  of  U.S.  agriculture,  and 
must  be  maintained  if  U.S.  agriculture  is  to  agressively  compete 
internationally.  However,      funding      reductions      and 

implementation  of  policies  which  restrict  the  participation  and 
activities  of  program  participants  will  only  erode  the 
effectiveness  of  the  MPP.  I  urge  you  to  take  great  care  in 
considering  any  amendments  to  this  highly  successful  program 
which  would  further  reduce  funding  or  impose  additional  and 
more  restrictive  qualification  requirements. 

I  thank  you  for  the  opportunity  and  priviledge  to  enter  my 
comments  in  support  of  the  MPP  into  the  record. 
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Statement  by 

Richard  T.  McGuire.  Commissioner 

New  York  Department  of  Agriculture  and  Markets 

before  the 

House  Agriculture  Subcommittee  on  Foreign  Agriculture  and  Hunger 

U.S  House  of  Representatives 

June  23,  1993 

re:   Market  Promotion  Program 


Good  Morning,  Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Richard  McGuire, 
Commissioner  of  the  New  York  Department  of  Agriculture  and  Markets.  I  appreciate  the 
opportunity  to  speak  to  you  as  a  representative  of  the  National  Association  of  State 
Departments  of  Agriculture  (NASDA)  on  this  very  important  issue.  NASDA  is  a  nonprofit 
association  of  public  officials  representing  the  Commisssioners,  Secretaries  and  Directors  of 
Agriculture  in  the  fifty  states  and  four  territories.  NASDA  has  been  working  to  develop 
international  markets  using  TEA  and  MPP  funds  since  1985. 

Mr.  Chairman,  you  have  asked  me  here  to  provide  suggestions  on  how  the  Market  Promotion 
Program  can  be  improved  and  to  provide  comment  on  the  legislation  introduced  by  Senator 
Leahy  to  amend  MPP,  S.  940.     I  welcome  and  thank  you  for  this  opportunity. 

I  would  like  to  begin  by  briefly  talking  about  how  MPP  is  used  and  stressing  how  important 
it  is  to  the  state  departments  of  agriculture  and  their  export  trade  development  efforts 
coordinated  through  state-regional  trade  groups. 

The  Market  Promotion  Program  was  created  to  encourage  exports  of  U.S.  agricultural 
products.  It  focused  primarily  on  high-value  and  value-added  products  such  as  fruit,  nuts  and 
processed  products  with  priority  given  to  products  adversely  affected  by  unfair  foreign  trade 
practices.  From  fiscal  year  1986  through  1993,  over  $1.25  billion  has  been  authorized  for 
MPP  and  its  predecessor,  TEA,  the  Targeted  Export  Assistance. 

MPP  operates  through  65  not-for-profit  associations  that  either  run  market  development 
programs  themselves  or  pass  the  funds  to  private  sector  companies  to  spend  on  their  own 
market  promotion  efforts.  The  four  State-Regional  Trade  Groups  (SRTGs),  EUSAFEC  -  Eastern 
U.S.  Agricultural  and  Food  Export  Council,  Inc.,  of  which  I  am  President;  MIATCO  -  Mid- 
American International  Agri-Trade  Council;  SUSTA  -  Southern  United  States  Trade 
Association,  and  WUSATA  -  Western  U.S.  Agricultural  Trade  Association;  are  a  very  effective 
part  of  this  marketing  program. 
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State-Regional  Trade  Groups  are  private  nonprofit  international  trade  development 
organizations  of  state  departments  of  agriculture  which  have  joined  together  to  share 
resources  and  develop  comprehensive  multi-state  programs  that  stimulate  exports  from  across 
the  United  States.  New  York  is  proud  to  be  a  part  of  this  group  which  effectively  combines 
state,  federal  and  industry  resources  to  help  move  farm  products  into  foreign  markets.  Our 
state  marketing  staffs  and  the  individuals  we  employ  in  the  state-regional  trade  offices  work 
closely  with  the  Foreign  Agricultural  Service  (FAS),  private  business,  and  state  and  regional 
commodity  organizations  to  carry  out  training  programs,  market  research,  trade  missions,  food 
show  exhibits,  and  other  promotions  for  high-value,  U.S.  food  and  agricultural  products. 
State-Regional  Trade  Groups  have  been  promoting  American  agriculture  for  over  20  years. 

Let  me  provide  you  with  some  facts  supporting  the  need  for  your  continued  support  of  these 
programs  for  which  MPP  funding  is  critical. 

•  MPP  Programs  Increase  Exports 

Companies  participating  in  the  state  regional  trade  groups'  FY  91  branded  and  generic 
programs  exported  $1 .28  billion  worth  of  high  value  products. 

The  regional  trade  group  branded  programs  increased  export  sales  by  over  59%,  from 
the  $435.9  million  in  FY  90  to  $655.5  million  in  FY  91 .  The  $219  million  in  additional 
Branded  exports  were  25  times  the  total  amount  of  Market  Promotion  Program  (MPP) 
funds  allocated  to  these  companies  in  FY  91. 

COMPANIES  IN  THE  STATE-REGIONAL  TRADE  GROUPS  BRANDED  PROGRAMS  HAVE 
INTRODUCED  AND  PROMOTED  OVER  140  DIFFERENT  PRODUCTS  IN  MORE  THAN 
80  EXPORT  MARKETS. 

•  Jobs  are  developed  and  maintained. 

More  than  80,000  jobs  depend  on  the  export  sales  generated  by  the  companies 
participating  in  the  State  Regional  Trade  Groups  Branded  and  generic  programs. 

Trie  increased  exports  of  firms  participating  in  the  Branded  and  generic  programs  in 
1991  created  27,000  new  jobs  in  both  rural  and  urban  areas. 

•  Increased  Exports  Equal  Expanded  Federal  Tax  Revenues. 

The  increases  in  exports  in  FY  91  expanded  Federal  tax  revenues  by  an  estimated  $93 
million,  giving  the  government  an  8-to-1  return  on  its  MPP  investments  through  the 
State  Regional  Trade  Groups. 

•  Broad  Participation  and  Support 

The  number  of  companies  participating  in  the  Branded  programs  has  risen  from  78 
companies  in  1987  to  269  companies  in  1992.  More  than  370  companies  have 
applied  to  participate  in  the  1993  state  regional  trade  group  Branded  program. 
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MOST  COMPANIES  ARE  SMALL.  Based  on  their  numbers  of  employees.  79%  of  the 
firms  participating  would  be  defined  as  "small"  (less  than  500  employees)  by  the  Small 
Business  Administration.  Based  on  the  total  sales,  66%  are  small  (under  $10  million 
in  annual  sales),  21%  are  medium  sized,  and  only  13%  are  large  (more  than  $100 
million  in  annual  sales). 

The  average  1 991  expenditure  by  individual  companies  under  the  State  Regional  Trade 
Group  branded  programs  was  $37,000.  In  1992,  no  firms  received  more  the 
$193,000. 

If  your  real  goal  is  to  export  more  agricultural  products,  you  can't  succeed  with  just 
small  or  new  to  market  exporters. 

The  state  regional  trade  groups  contributed  $3.4  million  in  FY  91  to  carry  out  their 
MPP  programs.  This  represents  a  substantial  contribution  above  and  beyond  the 
minimum  CCC  requirement.  In  addition.  Branded  program  companies  spent  more  than 
$8.8  million  in  matching  funds  during  FY  91.  These  figures  are  projected  to  be  even 
higher  for  FY  92. 


I  have  provided,  along  with  a  copy  of  my  testimony,  a  fact  sheet  on  the  activities  of  the 
State-  Regional  Trade  Groups.  Included  in  this  information  is  a  list  of  small  and  medium-sized 
firms,  by  state,  that  participate  in  the  state-regional  trade  group  Market  Promotion  Program 
(MPP). 

I  would  also  like  to  draw  your  attention  to  the  three  graphs  included  in  the  testimony  you  have 
before  you.  They  describe  participation,  size  of  company  and  market  impact  of  Branded 
programs  using  MPP  funds. 

1 .  PARTICIPATION:  %  of  MPP  Companies  that  are  Branded  Product  Companies. 

2.  SIZE  of  MPP  -  Branded  Companies.    Note  that  66%  of  Branded  companies  are  small 
according  to  the  definition  of  small  by  the  Small  Business  Administration. 

3.  IMPACT  of  MPP  -  Branded  Programs. 

By  working  with  these  companies,  state  regional  trade  groups  effectively  use  MPP  funds  to 
move  United  States  agricultural  products  into  foreign  markets.  The  purpose  for  which 
Congress  created  this  program. 

Regardless  of  the  figures  and  the  value  brought  to  United  States  agriculture  and  the  volume 
and  value  of  product  moved  into  foreign  markets,  there  continues  to  be  criticism  of  this 
program. 

I  would  like  to  move  to  some  specific  ways  the  MPP  can  be  improved  and  provide  the 
comments  you  requested  on  S.940,  Senator  Leahy's  bill  to  amend  the  MPP. 
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Discussion  in  response  to  the  Leahy  Bill  S.  940. 

I.  Priority  funding  for  Small  and  Medium  Sized  Entities  that  are  New  to  Export. 

A.  With  funding  at  $147  million,  30%  going  to  small  companies  would  be  $44 
million.  With  the  Senate  action  reducing  this  figure  to  $  1 1 0  million  this  would 
be  $33  million. 

This  is  a  large  portion  of  funding  that  has  the  potential  to  be  tied  up  by 
beginning-to-export  companies  which  do  not  know  how  to  use  funds,  and  who 
have  not  done  market  research  (which  can  not  be  paid  for  by  MPP).  If  the 
company  does  not  spend  the  funds  the  first  year,  they  go  back  to  the 
cooperator  and  are  held  up  in  carry  over  status  for  a  full  year. 

While  enhancing  small  and  "new  to  export  companies'"  access  to  MPP  funds 
is  important,  establishing  quotas  and  restricting  the  ability  of  our  very  important 
large  exporters  to  utilize  these  funds  would  be  counterproductive.  The  most 
effective  means  of  assisting  small  and  "new  to  export"  companies  is  working 
through  the  State-Regional  Trade  Groups.  Historically,  these  groups  have  an 
excellent  track  record  of  working  with  smaller  and  less  experienced  exports. 
State-Regional  Trade  Groups  are  able  to  leverage  their  resources  with  those  of 
their  member  states  resulting  in  much  more  one-on-one  training,  technical 
assistance  and  other  contact  with  the  kinds  of  companies  that  most  need  it, 
than  otherwise  would  be  possible. 

The  most  effective  means  of  increasing  small  and  new-to-export  companies' 
participation  in  the  MPP  program  would  be  to  continue  funding  the  SRTGs  at 
adequate  levels  and,  just  as  important,  removing  restrictions  on  the  companies 
they  may  work  with.  Specifically,  SRTGs  should  not  be  precluded  from 
working  with  companies  simply  because  there  exists  a  Branded  promotion 
program  maintained  by  an  industry  commodity  organization.  Most  industry 
commodity  groups  can  be  dominated  by  one  or  two  large  companies.  Smaller 
companies  in  the  group  are  reluctant  to  expose  their  marketing  plans  to  their 
larger  competitors. 

Companies  should  be  allowed  to  work  through  trade  organizations  that  know 
and  understand  their  export  needs  and  opportunities,  but  many,  particularly 
small  and  new-to-export  companies,  would  benefit  from  working  through 
SRTGs.  In  fact,  the  criteria  developed  by  the  region  I  head,  EUSAFEC,  very 
clearly  encourages  small  and  new-to-export  companies  to  participate  in  the  MPP 
Program.  I  have  included  copies  of  our  criteria  in  the  package  you  have 
received  today.   It  is  proving  to  be  highly  effective. 

A  "beginning  exporter"  is  not  defined. 
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II.  Additionally 

This  penalizes  companies  whose  market  research  indicates  that  they  should  go  into  a 
market  initially  with  a  big  promotion  splash  and.  in  subsequent  years,  merely  maintain 
the  market  presence  obtained  early  on. 

Between  1969  and  1981,  this  type  of  requirement  was  in  effect  under  the  old  EIP 
program.  The  requirement  was  finally  eliminated  on  the  basis  of  being  administratively 
unworkable.   This  would  still  be  the  case  today. 

III.  Independent  Audits 

Independent  auditors  will  not  be  familiar  with  the  rules  and  policies  and  have  no  way 
of  accurately  assessing  MPP  program  compliance. 

The  concept  calls  for  outside  audits  which  raise  the  question  of  who  pays  for  this  and 
are  we  actually  double  auditing.  Also,  companies  will  not  willingly  open  their  books 
to  the  outside  for  many  reasons,  one  of  which  is  protection  of  market  research  and 
advance  planning. 

The  regulations  have  a  degree  of  flexibility  in  their  design  -  gray  areas  -  which  would 
be  difficult  or  impossible  for  outside  auditors  to  interpret. 

IV.  Graduation  Clause 

The  five  year  reimbursement  and  graduation  clauses  is  not  clearly  defined.  It 
is  suggested  that  the  most  functional  system  of  graduation  would  be  to  keep 
the  matching  fund  level  at  50%  throughout  and  then  graduate  companies  on 
a  by/product  by/market  basis  after  5  years.  FAS  could  be  given  the  prerogative 
to  adjust  this  time  for  specific  market  situations. 

The  five  year  period  should  begin  the  year  the  company  begins  to  receive  MPP 
funding.    Five  years  and  out  needs  to  be  by  product/by  market. 

Do  not  try  to  graduate  funding  because  there  is  no  way  to  be  sure  this  will 
match  market  needs.  Funding  should  remain  at  50%  reimbursable  in  order  to 
avoid  recordkeeping  nightmare.  Graduated  funding  would  also  result  in  U.S. 
companies  competing  on  unequal  footing  in  foreign  markets  depending  on  when 
they  entered  the  program. 

Finally,  the  graduation  clause  simply  does  not  recognize  one  of  the  major 
purposes  of  providing  MPP  funding.  That  is  to  overcome  unfair  trade  practices 
and  important  restrictions.  It  must  be  understood  that  these  impediments  don't 
disappear  in  five  years.  Imposing  a  graduation  clause  may  very  well  limit  many 
companies'  ability  to  do  business  in  the  world  market. 
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THE  GRADUATION  AND  OUT  CLAUSE  DOES  NOT  COMPLY  WITH  THE  1990  FARM 
BILL  INSTRUCTIONS  TO  USDA  TO  DEVELOP  A  LONG-TERM  AGRICULTURAL 
MARKET  STRATEGY  BUT  ALSO  'THE  MAINTENANCE  OF  TRADITIONAL  MARKETS." 


IV.        U.S.  Content 

I  recommend  that  preference  be  given  to  products/commodities  of  100  percent 
U.S.  origin.  Currently  products  whose  composition  is  less  than  50%  U.S.  by 
origin,  by  weight  are  not  eligible.  However,  in  many  instances  value  would  be 
a  very  useful  criteria  to  use.  This  goes  back  to  the  original  TEA  regulation 
which  worked  very  well. 

The  50%  U.S.  processed  requirement  in  not  part  of  existing  law  because  it 
would  be  highly  adverse  to  U.S.  agricultural  export  interests,  particularly  high- 
value  exports.  This  will  eliminate  many  products  such  as  those  going  into 
baked  products  that  are  processed  after  sale.  Example:  A  branded  raisin  firm 
would  not  be  able  to  promote  use  of  raisins  in  raisin  bread  because  that  bread 
was  baked  overseas. 


Other  points: 

Labelling: 

Consideration  must  be  given  to  allow  the  utilization  of  MPP  funds  for  packaging  and 
labeling.  Not  only  are  packages  and  labels  a  promotional  vehicle  for  many  products, 
but  increasing  requirements  in  many  countries  are  becoming  more  and  more  difficult 
to  deal  with.  Small  and  new-to-export  companies,  in  particular,  find  it  difficult  and 
expensive  to  address  requirements  which  vary  from  country  to  country.  Utilization  of 
MPP  funds  for  the  development  of  labels  and  packaging,  which  are  clearly  a  means  of 
promotion  and  brand  recognition,  would  be  more  consistent  with  the  purposes  and 
objectives  of  the  programs. 

Use  of  "Made  in  USA"  on  the  label  should  be  determined  by  market  acceptance  not 
Congressional  legislation.  In  some  markets  such  as  Korea,  products  with  this 
statement  on  the  label  are  discriminated  against.  A  product  may  be  more  readily 
received  if  it  says  "product  of  Minneapolis,  Minnesota,  USA."  If  a  company  has  done 
its  market  research  they  will  know  in  which  countries  the  "Made  in  USA"  labelling 
helps  or  hinders. 


MPP  should  reflect  knowledge  of  U.S.  business  industry's  skill  in  international  markets. 
Currently,  this  is  not  the  case. 
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Maior  changes  needed  at  FAS: 

FAS  leadership  micromanages. 

The  MPP  participant  and  cooperator  should  be  allowed  to  address  the  market  on  the  market 
terms  and  level  of  doing  business. 


The  control  of  value-added  companies  should  lie  with  the  cooperator  who  actually  contracts 
with  the  company.  There  is  no  need  or  reason  for  individual  company  plans  to  pass  from  the 
cooperator  to  FAS  and  back  again.  The  cooperator  should  hold  and  maintain  all  information. 
This  would  eliminate  the  3  years  that  FAS  must  keep  paperwork  and  reduce  the  overall  paper 
work  requirements. 

FAS  needs  leadership  with  understanding  and  practical  knowledge  of  business.  There  is  a 
major  lack  of  business  knowledge  in  the  current  leadership.  FAS  has  many  agricultural 
economists  but  very  few  people  with  training  in  marketing. 


As  a  result,  staff  and  leadership  attitudes  and  knowledge  are  often  not  sophisticated  enough 
to  effectively  run  an  international  program. 

There  are  no  restrictions  on  use  of  market-sensitive  information  that  comes  to  USOA  from 
participating  companies,  beyond  that  of  the  freedom  of  information  act. 

Businesses  are  not  adequately  protected  at  USOA.  USDA's  view  of  the  sensitive  information 
in  the  marketing  plans  is  much  less  serious  than  that  held  by  the  participating  companies. 


I  would  like  to  draw  your  attention  to  a  chart  produced  by  USD  A  comparing  the  EC's  spending 
for  farm  support  as  compared  to  the  United  States  spending.  It  is  this  type  of  competition 
that  makes  it  important  to  maintain  the  Market  Promotion  Program  and  support  the  movement 
of  American  agricultural  products  into  export  markets. 


In  conclusion  I  want  to  leave  these  thoughts: 

Many  companies  consider  MPP  such  a  hassle  that  they  do  not  bother  to  apply. 

The  program  should  not  be  micromanaged. 

MPP  SHOULD  BE  MODELED  TO  BE  COMPETITIVE  WITH  OTHER  COUNTRY  EXPORT 
DEVELOPMENT  PROGRAMS.  Give  United  States  exporters  the  tools  to  address  foreign  market 
on  the  market's  terms  of  negotiation. 

Mr.  Chairman,  thank  you  for  giving  me  this  opportunity  to  present  these  concerns.  I  will  be 
happy  to  answer  any  questions  you  might  have. 

(Attachments  follow:) 
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EASTERN  UNITED  STATES  AGRICULTURAL  AND  FOOD  EXPORT  COUNCIL 

pRAMDED  PPOMOTTON  WOCTlAM  RATTNn  -SHEET 


How  many  years  has  this  company  exported? 

a.  None   (25  points) 

b.  No  more  than  one  year  experience 
(20  points) 

c.  Between  one  and  five  years  experience 
(15  points) 

d.  More  than  five  years  experience  (10  points) 


2.  What  is  the  total  estimated  value  of  commodities  and/or 
products  to  be  marketed  under  this  application? 

a.  Under  $250,000  (1  point) 

b.  At  least  S250.000  but  less  than  5750,000  (3  points) 
c         At  least  $750,000  but  less  than  51.500.000  (5  points) 

d.  At  least  51,500,000  but  less  than  S3, 000,000 
(10  points) 

e.  S3,000,000  or  more  (15  points) 

3.  Does  the  company's  proposal  contain  the  use  of:  " 

a.  Both  applicant  funds  and  foreign  third  party  funds  (5  points) 

b.  Applicant  funds  only  (3  points) 

c.  Foreign  third-party  funds  only   (0  points) 


Points 
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What  is  che  ratio  of  projected  export  ales  to  ill  promotion  funds  combined? 

a.  Less  than  *  to  1    (0  points) 

b.  At  least  4  to  1,  but  less  than  12  to  I  (2  points) 
c          At  least  12  to  1,  but  less  than  20  to  1  (5  points) 
<L         20  to  1  or  more  (10  points) 


5.         What  percent  of  the  agricultural/food  ingredients  (less  added  water) 
in  the  company's  products  are  produced  in  the  U.S. 

a.  50  -75%    (0  points) 

b.  76  -  100%    (5  points) 


6.  Is  the  product  primarily  (at  least  50%)  produced/processed/sourced 
from  the  Export  Council  Region 

a.  Yes     (10  points) 

.  b.         No  (0  points) 

7.  Based  on  the  information  provided,  what  is  the  demonstrated 
market  potential  for  the  commodities  and/or  products  and 
countries  involved?  (Points  to  be  rated  should  be  on  a  scale 
of  -10  (worst)  to  10  (best)) 


g  Based  on  the  information  available,  what  is  the  potential  capacity 

of  the  company  to  successfully  market  the  commodities  and/or  products 
for  which  funds  are  requested?  (Points  to  be  rated  should  be  on  a  scale 
of  -10  (worst)  to  10  (best)) 


9  What  is  the  degree  of  sophistication  of  the  company  s  strategic  plan 

for  the  use  of  funds  requested?  (Points  to  be  rated  should  be  on  a  scale 
of  -10  (worst)  to  10  (best)) 
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10.  Prior  TEA/MPP  history  of  adequate  record  keeping  and  timely  and 
proper  submission  of  reimbursement  and  performance  informaxion. 
(Points  can  range  from  -5  (worst)  to  5  (best)) 


U.       In  previous  years,  what  percent  did  the  organization  utilize  their 
TEA/MPP  allocation? 

a.  75  -  100%  (10  points) 

b.  50-75%  (5  points) 
c  25-50%  (0  points) 
d.  0-25%  (-5  points) 

12.       In  previous  yean,  what  per  cent  did  the  organization  increase 
their  exports    through  the  use  of  TEA/MPP  funds 

a.  0%  (0  points) 

b.  0%  to  25%    (2  points) 
c  25%  to  50%    (5  points) 
d.  over  50%   (10  points) 


13.       TO  BE  ANSWERED  BY  THE  COMPANIES'  STATE  REPRESENTS  ONLY. 
How  successful  do  you  feel  this  company  will  be  in  their  export 
endeavors?  (Point  range  -5  (wont)  to  5  (best))  
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FIRMS  IN  MARKET  PROMOTION  PROGRAM  (MPP) 

EXPAND  EXPORTS  AND  CREATE  JOBS 

March  1993 


Western  United  Stale  Agricultural  Trade  Asjoaauon  (WUSATA) 

Mid-Amena  Intemaoonal  Agn-Trade  Councd  (M1ATC0) 

Southern  Unrted  States  Trade  Assooaoon  (SUSTA) 

Eastern  U.S.  Agnaiturai  Food  Export  Counci.  Inc.  (EUSAFEQ 

State  flegional  Trade  Groups  (SRTGs)  are  private,  non-proht  intemaoonal  trade  development  onjarazabons  when  comer* 
federal,  state,  and  industry  resources  for  export  market  development  SRTGs  cooperate  to  uOizs  human  and  financial 
resources  of  state  departments  ol  agriculture  with  program  and  financial  resources  of  USOA's  Forexjn  Agncuftural  Service 
(FAS)  to  expand  exports  of  U.S.  r»gn  value  agncultural  products  and  to  educate  and  assist  companies  in  aevoopng  export 
markets. 

MPP  PROGRAMS  INCREASE  EXPORTS 

Companies  participating  in  the  SflTG  FY  91  Branded  and  Generic  programs  exported  $1.28  boSon  worth  ol  Ngh  value 
agricultural  products. 

The  SRTG  Branded  programs  increased  export  sales  by  over  50%,  from  $435.9  rmlion  in  FY  90  to  $655.5  mdBon  in 
FY  91.  The  $219  mdBon  in  additional  Branded  exports  were  25  limes  the  total  amount  ol  Market  Promotion  Program 
(MPP)  funds  allocated  to  these  companies  in  FY  91 . 

Companies  in  the  SflTG  Branded  programs  have  introduced  and  promoted  over  140  different  products  in  more  than  30 
export  markets. 

JOBS  ARE  MAINTAINED  AND  DEVELOPED 

More  than  80.000  jobs  depend  on  the  export  sales  generated  by  the  companies  participating  in  Die  SRTG  Branded  and 
Generic  programs. 

The  increased  exports  of  firms  participating  in  the  SRTG  Branded  and  Generic  programs  in  1991  created  27.000  new 
jobs  in  both  rural  and  urban  areas. 

EXPANDED  FEDERAL  TAX  REVENUES 

The  increases  in  exports  in  FY  91  expanded  Federal  tax  revenues  by  an  estimated  $93  million,  giving  the  government 
an  8-40-1  return  on  its  MPP  investments  through  the  SRTGs. 

BROAD  PARTICIPATION  AND  SUPPORT 

The  number  of  companies  participating  in  the  Branded  programs  has  risen  from  78  companies  in  1987  to 

269  companies  in  1992.  More  than  370  comparees  have  applied  to  participate  in  the  1993  SRTG  Branded  programs. 

Most  of  the  companies  are  small.  Based  on  thar  number  of  employees,  79%  of  the  films  would  be  defined  as  'small' 
less  than  500  employees)  by  the  Small  Business  Administration.  Based  on  total  sales,  66%  are  small  (under 
$10  rnJJcn  in  annual  sales),  21%  are  medium  seed,  and  only  13%  are  lane  (more  than  $100  mJion  in  annual  sales). 
The  average  1991  expenditure  By  individual  compan.es  under  the  SflTG  Branded  programs  was  S37. 000.  To  make 
Ihe  program  avertable  to  as  many  applicants  as  possible,  each  SflTG  ptaras  a  l»nt  on  the  amount  of  MPP  resources  it 
■inctMl  to  individual  companies.  In  1992  no  firm  received  more  than  $193,000. 

The  SRTGs  corttributed  $3.4  mflion  in  FY  91  to  cany  out  their  MPP  programs.  This  represents  a  substantial 

contribution  acove  and  beyond  the  minimum  CCC  requirements,  in  addition,  Branded  companies  spent  more  than 
S8J  mrton  m  matcrang  funds  during  FY  91 . 

SRTGs  EMPHASIZE  TEAMWORK"  IN  THEIR  EXPORT  PROGRAMS 

The  SRTGs  held  36  export  education  semrars  in  44  states  in  1992.  The  seminars  were  attended  by  more  than  1 ,000 
indmduats;  959  were  from  private  companies. 

The  SRTGs  fortty  designed  and  managed  thar  second  year  of  annual  shows  in  Mexico  City  and  Toronto.  The  U.S. 
FOOD  FESTIVAL  in  Mexico  <2y  was  host  to  over  1 50  U.S.  conoanies,  wh*»  SHOWCASE  U.SA  in  Toronto  hosted 
over  60  U.S.  companies. 


192 


SMALL  AND  MEDIUM-SIZED  FIRMS 
IN  THE  SRTG  m'^^ 


STATE 


fhflBJJ  MPP  APPUCAHT8 


FT  1dB3  MPP  APPLICANTS 


Aria 
Art son* 

CaUfornU 
California 
California 
California 
California 
California 
California 
California 
California 
California 
California 
Call  I  or nu 
California 
California 
California 
California 
California 


California 
California 
Caiilornia 
California 
California 
California 
California 
California 


California 

California 
California 
California 
California 
California 


California 

California 

CaJHomU 


California 


Colorado 
Colorado 
Colorado 


Southorn  Prida  Carflah 

Back  Wounain  Srswtng  Co. 

Country  eaiaia  Paean/Sana  Cruz  Vakay  Po 

DwPraz  eniarpriaoa.  Inc. 

La  Corona  Pooda.  Inc. 

Adflonna'a  Qourmo*  Pood  a 

Awoaat  tntor na  aonai.  inc. 

Basso  Amor  lean  Pooda 

Basic  Vaootaslo  Producta 

fastta's  Ocoan  Vlow  Omar  Products 

B-C  Lobafar  4  Shrimp  Corporation 

Boboil  intar national.  Inc. 

California  Choico 

California  wins  Country  emarprlaaa 

Caaa  do  Pruta  of  California 

Cha-cna-Cha 

Chrisiophar  Aanch 

cartnrlaa  Trading  Company,  inc. 

Proah  Woaaarn  MarkoHng.  inc. 

Oai*o  (Josoph)  Choaso  Co. 

Oar  den  of  Ealln'.  Inc. 

Qonuardi  Farms 

Olu/lani  USA 

3oldon  Boar  Beverage  Company 

Ooiden  Special!  ry  Pooda,  Inc. 

Cold's  Oym  Enterprises,  inc- 

Hanaa-  Pacific  Associates.  Inc 

international  Pood  Concept*,  inc. 

Kaahl  Company 

Knudaan  A  dona.  Inc. 

Lawrence  <B.M.)  and  Company 

Undaay  International  Ino. 

h»  *  p  Company 

Uoyiair  Packing  Company 

Murrah  Sales,  inc. 

Massn  Pooda  (USA)  Co..  inc. 

Papparnouaa  international 

Men  Product*  Corporation 

Rio  farms  Markadng,  inc. 

Shoe!  Pooda  (USA),  inc. 

Super  Storas  Industries 

Traditional  Ma  die  mats 

WaJ-Ptel  Barrloa.  Inc. 

Wild  Woe  escnanoo 

Yaawwmo  A  Co. 

Columbine  Beverage.  Company 

Duffy  Products  Company 

I  Vraaatrn  Tortilla  Company 
Wave  inc. 
Draper  fang  Coat.  inc. 


Florida 
Florida 


Ftortaa  European  Capon— import  Co..  Inc. 

Oauury  Fwads 

Oarden  Herbs.  Inc, 

Oeid  Coaat  Affllhnaa 

Orand  Producta  iniamadofiai.  Inc. 

J. P.  Brooca  A  Son.  inc. 


Oaorgla 

Qeoroui 
Georgia 
Oaorgla 
Georgia 

Oaorgla 

Guam 

Hawaii 

Hawaii 

Hawaii 

Idaho 

Idaho 

Idaho 

Idaho 

llllnoM 

IIHnooj 

UHnoia 

II  Uno  la 

Uflnoia 

Hiiro* 

llllrtow 

Denote 

imnoa 

llano  ai 

itflnow 

UOnoia 

nunota 

llQnodi 

Illinois 


India 


Kamucky 
Louisiana 

Louisiana 
Louisiana 


Louisiana 
Louisiana 
Louialana 

Louisiana 
Louisiana 


Louisiana 
Louisiana 


American  Tanning  and  Learner 

Chi  ha  da  International 

Edwards  Baking  Company 

Frank  W.  Cawood  4  Assoc 

Secfcinger-Lee  Company 

Bwaal  Onlona  international  ud  .  Inc. 

BVdIe  Corp, 

Hawaiian  Sun  Producta,  ine. 

Mao  Farm  of  Hawaii 

Mauna  Loa  Uacadamla  Nut  Company 

Oaring  4  Son 

Utahouao.  inc. 

Ste.  ChmpaUa,  Inc. 

Bymrria  FniS  Planch.  Inc. 

A-J.  Canflald  Beverage  Company 

Bunge  Fooda 

Colorado  Internal  tonal 

Country  Bob.  Ino. 

Indiana  Fooda 

La  Prefer!  oe 

UttJa  Lady  Fooda.  Ino. 

UamaTtoh'a 

ata/bo  inc. 

Raimann  Food  Classic  a  Ine. 

Pub  echtager  Baking  Corp. 

Sahagian  4  Associate*.  Inc. 

Tha  Sutar  Company,  Ino. 

TK1  Fooda.  Inc. 

Uppar  Crust  international 

Vlonna  Sauaago  fete-.  Co. 

fOdd  4  Company 

Ramaay  Popcorn  Co..  Ins. 

RUJAC  Intar  national 

Stewart  Pat  Produeta 

Weaver  Popcorn  Company,  Inc. 

Amarfcoan  Pop  Corn  Company 

yidamar 

Naoonal  Oats 

B  4  H  General  Supply 


Torblfl  4  Captlaman 


Brown's  Velvet  Dairy  Product! 
CaroJI  Fishery  Products 
Choi  Paul  Prudrtornmo'a  siegfo  Seasoning 
Crooks  Food*  of  Opelouaat 
Crown,  Inc. 
Crystal  International 
Eori  v4»ae  Acadlenns 
Palrco,  Inc. 
HI  Sees  of  Oulac,  Ino. 
Louialana  Flan  Fry  Ftoducul 
Louialana  Premium  Boatood 
fCO. 

w..  Inc. 
Was..  B.  Psaay  4  Co..  Inc. 
Daartng  lea  Croam 
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SMALLAND  MEDIUM-SIZED  FIRMS 
IN  THE  SRTQ  MARKETPROMOTION  PROGRAM  (MPP) 


STATE 


FY  1»S3  MPP  APPUCAMTS 


Maryland 


nnotnci  Trading  Company 

•nam  Food* 

3a/oH>na  Nut  Co. 

Saat  HaaiOi  Food*.  Inc. 

Chauncay-s  Chil  Lid. 

Chaaapaalta  Corwarvationa  Sarvicaa 

Crtada  Fooda.  Inc. 

Sk  Bun  Vaiayatcnj 

Global  Ernswprtaas 

Hum  Cup  Ud. 

Jona's  Chrtatmaa  Traa  Plantation 

Lanfcford  Sysco  Food  Syastma 

Maryland  Sourmat  Fooda 

McCutchaon'*  Appla  Product! 

Philip.  Foods.  Inc. 

PTC  manual  tonal,  Inc. 

Purity  Product* 

3  4  3  Mapla  Camp 

Ssa  Watch  IrrtamaSonal .  Ltd. 

wlfclna-flogsrs  mcorporatad 

Ourttaa-Mowsr.  Inc. 

Eaat  Coaat  Saa/ood 

josaplra  Pasta  Co. 

Naw  Mom.  Inc. 

EdanFooda 

llonaa  Boar  Canrung 

Purity  Foods.  Inc. 

Spaa  airy  Or  am  company 

Anacon 

Coma  rs  tons  Intarnaoorus  Group 

Food  Producara  IntamaUonai 

Sourmat  Houaa.  Inc. 

John  Horhaug  4  Asaociataa 


STATE 


FY  11 


I  MPP  APPUCAMT3 


Now  Jaraay 
NawJarsay 
NawJarsay 
NawJaraay 
NawJarsay 
Haw  Jaraay 
NawJarsay 
Maw  Man  co 
NawMaxico 


Ulaauauppi 


Northland  Organic  Foods  Corporation 
Pamparad  PwB  Cuiaina.  Ud. 
Producdva  AaarrtanVaa.  Inc. 
Slgco  Sun  Products 
Soars  Bavaraga  Company 
Country  Skslai  Catflah  Co. 
Oa«a  Prlda  Intarnasorus.  Inc. 
Euro- Asia  Group  (USA) 
Maw  Madlna  Farma 
Conaoildatad  Flavor  Corporation 
Custom  induatrlaa.  Inc. 
Oardan  Compiamanti.  Inc. 
Intammuoruu  Oahydratad  Foods.  Inc. 
Jus.  •  Chawiaa  Sourmat  CooUaa 
Lachhaad  VaraUa 
Psuutslry-s  linamaSunal 
falalraa  Foods.  Inc. 
RCX  Holding.  Ins. 
Vass  Bavaragaa,  Inc. 
Montana  Mwi  naiiiSamg  Inc. 
Montana  Natural  Irrtamattonal.  Inc. 


NswYork 
NawYork 
NswYork 
NswYork 
NswYork 

rYorit 
NawYork 
NswYork 

rYork 
NswYork 
NswYork 
NawYork 
NawYork 
NawYork 
Mortn  Carolina 
Norm  Car  oa  na 
Nor  01  Carolina 
Norm  Carolina 
Norm  Carolina 
Nonfl  DaJrota 
North  Oakot* 
Norm  Osloa 


NormOakota 
Norm  Oakora 
NortK  Dakota 


Onto 
OMo 


Onto 
Okua> 

Oklahoma 


Alpavs  Laca 
Bums  4  rUckar 

imamsttonsl  Amarican  Suparmarkats 
fwass  Flnar  Foods 
Twrl-Agrl  Products 
Tha  Betas  Corp. 
Wakatern  Food  Corp. 
Bos  Sky  Natural  Bavaraga  Co. 
Oomaina  ChaurUn 
Gaatha'i  Gourmat  Products 
Jaaaph  Uta  Cookiaa 
LaVsn  wlnsry 

Santa  Fa  School  ol  Cooking  and  Marital 
Sundancs  ChBa  Products.  Inc. 
Adirondack  sfapal 
Ahava  Oairiaa,  Inc. 
9-G  looatar  4  Shrimp  Corp. 
Caaco  Codaga  Candiaa 
Export  Trada  of  Amarica 
Global  Export  Marfcatlng 
Mnarst  Foods 
Maadoaland  Foods.  Inc. 
Ontario  intsnurdonal 
B.W.  FookJss 
SaOon  IntarnaBonal  Foods 
Snappta  Bavaraga  Corp. 
Suma  Trading  Corporation 
Tha  Brooklyn  Brawary 
Carolina  Fins  Snacks 
Fast  Food  Marcnandiaars  Inc. 
Lanes.  Inc. 
Simply  Oalicioua 

Stratagic  Growth  IntamaOonai.  Inc. 
Agway.  Inc. 

Bakar  Boy  Baka  Shop.  Inc. 
OaMgrsn  4  Company.  Inc. 
Minn-Oak  Oroowara.  Ltd. 
Rod  Hrvw  Commodittaa.  Inc. 
SKFood 
Sonna.  Ins. 
Inc. 
„     t  Trada  ol  Amarica 
Gansral  Product  Sarvicaa  Corp. 
Intamauonal  Amarican  Suparmarkats 
Rudolph  Foods  company 
Vogsl  Popcorn  Company 
wyandot  Inc. 
Advanca  Food  Co. 
Baka  flits  Fooda.  Inc. 
FarmFraan.  Inc. 

r  Vina  yard 


Oundaa  wins  Company 

Hoody  Corp.  and  Arnbar  Fooda  Drr 


Nabraska  U.S.  Mils.  Inc. 

Naw  Hampsrars   Bloasn  Laps. 


Oraaan 


Oak  Knol  Wlnsry,  Inc 
Poppara  Supply  Co. 
Fan  HBJ  Vlnayards.  Inc 
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SMALL  AND  MEDIUM-SIZED  FIRMS 
IN  THE  SRTG  MABKETPROMOTION  PROGRAM  (MPP) 


STATE 


FY  1»93  MPP  APPLICANTS 


3teintetd's  Products  Company 

Vtn  NorDiMit.  Lid 

Wholesome  A  Hearty  Foods.  Inc. 

Yamhill  Vallay  Vineyards 

Winaa  o(  America.  Inc. 

Bob  Cotton  Gourmet  Specialties 

Bongrain  Cheese 

Capita)  Pat  Fooda 

Intarnational  Agricultural  Aaaoc 

Intamational  Market  Brands 

JOM  Commodroee 

Keystone  Fooda 

Fruits  International 

Garrido  Alto  Grande  Corp. 

HOC  Management.  Inc. 

Nlpuapan  Intarnational  Corporation 

Yauco  Salacto.  SE 

Galilean  Saaiooda 

Lang  Naturals 

Providence  Bay  Fish  Company 

International  Industries 

Young  Paean  Shelling.  Inc. 

Capital  Petfoods  Intarnational 

international  Devaiopmant  &  Export  Company 

Marketing  Consulting  Services 

Allied  Feeds    Inc. 

Bollinger  Aaaoc. 

aiagoni  Enterprises 

Brice  Foods  lnc/1  Cant  Believe  irs  Yogurt 

Conroa  Cresodng  Co. 

Dairy  Manufacturers 

Great  San  Saba  River  Pecan  Company.  Inc. 

Hygaia  Dairy  Co. 

John  Henry's  Food  Products.  Inc. 

Menco.  Inc. 

Navarro  Pecan  Co. 

Organolach 

Pace  Foods.  Inc. 

FBcfiland  Beverage  Corp. 

FScnter  Wine  Group 

Seibu  Intamadonal 

Spanish  American  Trading  Co..  Inc. 

Staked  Plains 

Cookie  tree  Bakeries 

Golden  Ssnrl  Frozen  Yogurt  Inc. 

Mrs.  Fields  Inc. 

Food  2000 

Maple  Grove  Farms  of  VT 

Mlqueia  of  Stowa  Away 

Business  Advisory  Service  Crop. 

Montague  Farms 

National  Fruit  Product  Co..  Inc. 

vie  Da  Franca 

Ve-ga  Pizza  Crust  of  v  A.  Inc. 

Zaropack  Co. 
American  wine  Trade.  Inc. 
Arbor  Crest  Wins  Cellars 
Sader  Dutch  Btsqist  Co..lnc 


STATE 


FY  1SS3  MPP  APPLICANTS 


Washington  Brumes  Inf I 

Washington  Canterbury  Cuisine 

Washington  Cascade  Marketing  Group.  Inc. 

Washington  Caacadlan  Farm  inc. 

Washington  Chukar  Cherry  Company 

Washington  Columbia  Winery 

Washington  Hogue  Cellars 

Washington  Hoods  port  winery.  Inc. 

Washington  International  Market  Brands 

Washington  Jacques  Bobbe  snd  Associataa.  Inc. 

Washington  Liberty  Orchards  Company.  Inc. 

Washington  Maury  Island  Farming  Co. 

Washington  McOamel  Co..  Eyrie.  Knudsen.  Has  Vineyards 

Washington  HaHey's  Fine  Fooda 

Washington  Pacific  Sales.  Ltd. 

Washington  Prioanix  Marketing.  Inc. 

Washington  Roman  Meal  Company 

Washington  Staton  Hills  Winery  Company  Limited 

Washington  StJrnson  Lane  Ltd. 

Washington  Stockpot  Soups 

Washington  Tagaris  Winery 

Washington  Tree  Top.  Inc. 

Wisconsin  American  Ag-Tec  International 

Wisconsin  ANCHOR  Food  Products 

Wisconsin  Cumberland  Packing  Corporation 

Wisconsin  Bm  Grove  Oairy 

Wisconsin  Hsu's  Ginseng  Enterprises 

Wisconsin  Intarnational  Market  Brands 

Wisconsin  Specialty  Cheese  Co. 

Wisconsin  Sylvester  Whey  Products  Inc. 
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Testimony  by 

Jerry  Calvani,  Chairman 

National  Cotton  Council  of  America 

before  the 

Subcommittee  on  Foreign  Agriculture  &  Hunger 

concerning  the 

Marketing  Promotion  Program 

June  23,  1993 


Thank  you.   Mr.  Chairman,  my  name  is  Jerry  Calvani.    I  am  a  cotton  producer  from 
Carlsbad,  New  Mexico  and  I  currently  serve  as  Chairman  of  the  Board  of  the  National 
Cotton  Council  of  America  in  whose  behalf  I  appear  today. 

Mr.  Chairman,  thank  you  for  giving  the  National  Cotton  Council  the  opportunity  to  testify 
before  this  subcommittee  concerning  the  Market  Promotion  Program  ("MPP").   Market 
development  is  recognized  by  the  cotton  industry  as  a  key  to  our  success  and  our  future.   It 
has  always  been  an  important  aspect  of  our  organization's  work. 

Our  extensive  experience  working  with  market  development  programs  dates  to  1955  when  the 
National  Cotton  Council  was  the  first  private  trade  organization  to  become  a  participant  in 
the  U.S.  Department  of  Agriculture's  "Foreign  Market  Development  Program".   Cotton's 
market  development  programs  have  had  strong  support  from  private  contributions  as  well  as 
from  federal  funds.   This  experience  enables  the  cotton  industry  to  testify  to  the  benefits  of 
developing  and  implementing  effective  export  promotion  activities  and  leads  us  to  the 
following  summary  conclusions  about  MPP: 

•  MPP  has  resulted  in  increased  exports  of  U.S.  cotton. 

•  The  increase  in  cotton  exports  improved  farm  income. 

•  The  increase  in  cotton  exports  add  jobs  and  income  to  the  general  economy,  and 
serves  to  lower  the  U.S.  trade  deficit. 

•  Programs,  like  MPP,  designed  to  help  the  agricultural  industry  be  more  market 
oriented,  to  be  more  competitive,  and  to  generate  demand,  are  an  integral  and  cost 
effective  part  of  our  system  to  support  U.S.  farm  income. 

•  To  maintain  and  implement  the  most  effective  programs,  each  commodity  must  be 
able  to  target  activities  at  either  U.S.  or  foreign  companies  that  use  U.S.  grown 
manufactured  commodities. 

Mr.  Chairman,  our  industry  sincerely  believes  the  MPP  is  achieving  the  objective  of 
expanding  international  demand  for  U.S.  agricultural  products.   We  believe  that  objective 
should  not  be  forgotten  during  the  debate  on  any  revision  of  the  program.   We  commend  the 
recent  action  by  the  House  Agriculture  Committee  and  House  Appropriations  Committee  in 
providing  funding  for  MPP  at  FY93  levels.   It  is  unfortunate  that  funding  has  continued  to  be 
reduced,  but  we  understand  the  realities  of  the  budget  pressures  you  face. 
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We  believe  the  primary  difficulty  in  developing  legislative  reforms  to  the  MPP  is  attributable 
to  the  fact  that  recipients  tailor  activities  to  meet  the  needs  of  diverse  markets  for  a  wide 
variety  of  products.   We  believe  the  principal  strength  of  any  successful  promotion  program 
will  be  the  flexibility  to  adapt  to  changing  conditions  and  demands. 

The  objectives  of  various  legislative  proposals  are  probably  designed  to  help  sustain  funding 
for  the  program  by  creating  favorable  public  perception.   The  devil  is  in  the  details.   For 
example,  we  can  probably  all  agree  on  certain  broad  principles  and  objectives.   Activities 
should  be  developed  to  maintain  and  expand  markets  for  U.S.  agricultural  products.   The 
products  promoted  should  be  principally  of  U.S.  origin  or  if  processed,  contain  U.S. 
produced  raw  materials.  The  federal  funds  should  generate  contributions  by  the  exporter  or 
foreign  partner  above  the  level  they  would  normally  spend  to  promote  the  U.S.  product  in  a 
particular  market.   The  promotion  of  value-added  products  is  desirable,  where  feasible.   The 
activities  should  be  closely  supervised  and  subject  to  regular  audit  and  evaluation  by  USDA. 

We  believe  the  majority  of  those  objectives  are  currently  being  met  in  cotton's  activities. 
We  would  caution  against  legislation  which  would  make  certain  products,  firms  or  markets 
automatically  eligible  or  ineligible.   In  particular,  we  believe  limits  on  the  amount  of  funds 
available  to  individual  cooperators;  specific  set  asides  for  small  exporters;  a  requirement  that 
all  processing  be  done  in  the  United  States;  and  ill  defined  additionally  and  sunset  provisions 
will  severely  disrupt  operation  of  the  program  and  reduce  benefits  currently  being  generated. 
In  fact,  I  believe  previous  efforts  to  earmark  TEA  funds  were  determined  not  to  be  in  the 
best  interests  of  the  program  or  U.S.  exports. 

To  illustrate  the  difficulties  of  narrowly  restricting  use  of  the  funds,  allow  me  to  use  an 
example  of  a  highly  successful  cotton  promotion  activity  that  has  attracted  negative  publicity 
because  it  is  widely  misunderstood. 

First,  I  want  to  dispel  the  notion  that  MPP  funds  are  made  available  without  much  planning. 
Each  year  we  prepare  a  detailed  plan  for  USDA.  Every  activity,  its  objective,  and 
evaluation  criteria  is  listed.   USDA  reviews  this  plan  in  Washington  and  in  the  field.   Once  it 
is  approved,  we  must  submit  amendments  to  change  it.  This  is  already  a  tightly  controlled 
and  supervised  program. 

The  project  I  will  focus  on  involves  promotion  of  U.S.  cotton  in  Japan.   Our  challenge  is  to 
develop  a  promotion  strategy  that  links  consumer  demand  in  the  foreign  country  to  U.S. 
grown  cotton  -  even  though  the  product  seen  by  the  consumer  does  not  resemble  the  product 
produced  by  the  farmer.  We  are  competing  with  synthetic  fibers  and  cotton  produced  in 
other  countries.   Since  consumers  purchase  cotton  in  clothing  and  home-furnishing  products, 
rather  than  bales,  the  decision  was  made  to  work  with  a  Japanese  manufacturer  who  produces 
high  quality,  100  percent  cotton  underwear  products.   The  program  was  initiated  because  the 
manufacturer  had  an  excellent  reputation  in  the  market,  but  used  yam  containing  only  about 
30%  U.S.  cotton,  while  the  average  U.S.  cotton  content  in  Japan  was  about  45  percent. 
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Under  the  program,  MPP  funds  were  used  to  promote  a  specifically  designed  "Cotton  USA" 
logo  which  allows  consumers  to  identify  products  containing  U.S.  cotton.   The  manufacturer 
used  its  own  funds  to  place  the  U.S.  logo  on  their  packages;  conducted  a  wide  variety  of 
advertising  and  promotion  featuring  the  U.S.  cotton  logo;  and,  agreed  to  use  at  least  50% 
U.S.  cotton  in  their  products.    At  the  same  time,  we  run  advertisements  for  U.S.  cotton  and 
the  manufacturer's  label  was  featured  in  some  of  our  ads.    No  MPP  funds  were  transferred 
to  the  Japanese  firm.   The  expenditures  were  made  on  a  parallel  basis. 

As  a  result  of  the  program,  the  manufacturer's  product  line  now  averages  over  90%  U.S. 
cotton  content.   They  are  reluctant  to  shift  cotton  suppliers  because  they  have  an  investment 
in  packaging  identifying  the  content  as  U.S.  cotton  and  their  ads  feature  U.S.  cotton  in 
several  lines  which  are  not  part  of  the  original  MPP  project. 

This  project  is  defined  as  a  "branded"  promotion  by  USDA  because  the  firm  advertises  its 
clothing  brand  as  containing  U.S.  cotton  and  our  ads  for  U.S.  cotton  include  mention  that 
this  firm's  products  contain  U.S.  cotton.   Since  it  is  classified  as  branded  promotion,  the 
project  would  be  subject  to  a  number  of  additional  restrictions  included  in  various  MPP 
legislative  proposals. 

This  is  a  common-sense,  time  tested,  successful  approach  to  promotion.    We  promote  U.S. 
cotton  across-the-board.    We  tell  the  consumer  the  advantages  of  U.S.  cotton.   Then  we  tell 
the  consumer  where  he  or  she  can  purchase  the  product  in  their  country. 

We  believe  the  project  meets  the  test  of  accountability  and  additionality.   The  firm  is 
spending  its  money  at  a  3:1  ratio  to  promote  U.S.  cotton,  whereas  it  previously  promoted 
generic  cotton  -  we  believe  that  is  additionality. 

The  firm  provides  documentation  of  its  purchases  of  U.S.  cotton.   Using  MPP,  we  have 
successfully  linked  the  firm  and  Japanese  consumers  to  U.S.  cotton  and  Japanese  consumers 
associate  U.S.  cotton  with  high  quality.  The  firm  is  not  only  spending  its  promotion  funds  to 
promote  U.S.  cotton,  it  is  matching  or  exceeding  our  expenditures.   The  manufacturer  would 
be  defined  as  a  "large"  firm  even  though  "small"  exporters  who  sell  U.S.  cotton  and  the 
family  farmers  who  produce  cotton  are  clearly  beneficiaries  of  the  increased  demand 
generated  by  the  promotion. 

I  use  this  project  to  illustrate  the  problems  of  legislating  specific  requirements  as  compared  to 
flexible  administrative  guidelines  designed  to  achieve  broad  objectives.    Any  additional 
legislative  provisions  necessarily  add  administrative  burden  for  USDA-FAS  and  the 
cooperator.   In  many  cases,  the  added  administrative  burden  may  discourage  participation  or 
reduce  effectiveness.   Our  Japanese  project  has  increased  U.S.  sales  and  market  share,  it  is 
fully  documented  and  it  meets  an  additionality  test  as  well  as  a  matching  contributions  test. 

We  are  not  sure  how  this  project  or  others  would  fare  under  some  of  the  legislative 
proposals.   Since  the  firm  buys  U.S.  cotton  and  processes  it  in  Japan,  we  clearly  would  not 
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meet  a  100  percent  processing  requirement.   The  manufacturer  is  large,  so  if  limitations  are 
applied  they  would  not  qualify.  In  fact,  almost  all  textile  and  apparel  firms  are  large 
employers  and  would  not  qualify  as  "small"  businesses.   They  spend  large  sums  of  money  to 
promote  their  products,  but  under  this  project  contribute  their  funds,  their  expertise  and  their 
reputation  to  a  project  to  promote  U.S.  cotton.   The  MPP  funds  are  seed  money  to  get  our 
industry  in  the  game.   Would  that  meet  the  additionally  requirement?   Would  it  meet  the 
matching  funds  requirement?  Would  the  additionality  and  matching  funds  provisions  be 
applied  company-wide  or  product-by-product  on  a  market-by-market  basis? 

Versions  of  MPP  reform  legislation  have  included  sunset  provisions.   These  provisions  may 
be  attractive  in  concept,  but  specific  time  tables  will  discourage  potential  partners.   Some 
products  and  markets  require  lengthy  commitments  before  bearing  fruit.   Each  product  and 
market  will  be  different.   An  arbitrary  3  or  5  year  sunset  provision  will  simply  eliminate 
potentially  successful  partnerships. 

Audits  are  clearly  necessary  and  desirable.   But  there  are  differences  between  financial  audits 
and  performance  audits.    FAS  already  actively  monitors  and  audits  our  expenditures  and 
performance  on  a  regular  basis.  And  we  track  factors  like  consumer  recognition  of  the  logo 
to  ensure  there  is  a  measurable  response  to  our  program.   In  fact,  this  points  out  one  of  the 
benefits  of  our  promotion  strategy.   We  can  not  only  certify  the  purchases  by  the  mill,  we 
can  quantify  consumer  recognition  of  our  product.   On  the  other  hand,  we  must  recognize 
that  the  programs  are  being  conducted  on  an  international  scale,  so  U.S.  standards  relative  to 
data  collection  and  financial  accountability  can  not  always  be  easily  achieved. 

Mr.  Chairman,  we  share  your  interest  in  maintaining  confidence  in  the  MPP  and  in  ensuring 
it  achieves  the  objective  of  expanding  exports.    It  has  been  and  will  continue  to  be  a  valuable 
component  of  our  industry's  overall  market  development  efforts.   We  use  it  in  concert  with 
the  Foreign  Market  Development  Program  and  various  export  credit  programs.    In  the  5 
years  prior  to  implementation  of  TEA  and  MPP,  U.S.  cotton  exports  averaged  5.4  million 
bales.   From  1986  to  1991,  exports  averaged  nearly  7.0  million  bales.   Cotton  exports 
reduce  the  U.S.  trade  deficit  by  about  $2.0  billion  per  year  and  add  about  $437  million  to 
farm  income.   Obviously,  we  cannot  attribute  the  entire  increase  to  MPP,  there  are  other 
factors.   But  we  definitely  believe  MPP  plays  an  important  role  in  our  successful  export 
promotion  strategy. 

We  look  forward  to  working  with  you  to  develop  workable  solutions  to  the  problem  of  public 
perception.   But,  we  must  not  lose  sight  of  the  importance  of  these  programs  being  flexible 
enough  to  meet  the  needs  of  a  wide  variety  of  products  in  diverse  markets. 

Our  bottom  line  must  be  that  the  program  works  for  us.   Under  some  of  the  proposals  before 
this  committee,  MPP  would  not  be  as  useful  or  as  effective  for  the  U.S.  cotton  industry. 

Thank  you  for  the  opportunity  to  present  our  views.   We  look  forward  to  working  with  you 
to  restore  confidence  in  this  very  effective  program. 

(Attachment   follows:) 
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The  art  of  relaxation: 

Glow  from  a  single  malt. 

Drowsy  tick  from  an  antique  clock. 

Softness  from  Pringle 

and  Cotton  from  America. 


fcjgr 
Pri/%ci!e 


The  leisurely  lunch  is  over  and  you  can  now 
stretch  out  and  do  just  as  you  please.  Sheer  bliss. 

What  moments  in  life  could  be  more 
pleasurable?  Particularly  when  you're  wearing 
something  as  soft  and  comfortable  as  Pringle 
knitwear  in  cotton  from  America. 

In  America,  we've  spent  years  developing 
better  cotton.  We've  nurtured  different  varieties, 
each  designed  to  do  a  particular  job  perfectly. 
You  can  choose  cotton  that's  blissfully  warm,  or 
crisp  and  cool:  hard  wearing  and  tough,  or  soft 
as  velvet.  But  above  all  cotton  that's  comfortable. 

So  whatever  the  design,  you'll  know  you're 
going  to  be  comfortable  with  it.  Just  as  long  as 
you  look  for  the  Cotton  USA  Mark. 


th t  PIC*   Of  COTTON 


204 


TESTIMONY  BY 

Philip  M.  Seng 

President  and  CEO 

U.S.  Meat  Export  Federation 

ON  BEHALF  OF  THE 
MEAT  INDUSTRY  TRADE  POLICY  COUNCIL 

TO  THE  HOUSE  SUBCOMMITTEE 
ON  FOREIGN  AGRICULTURE  AND  HUNGER 
June  23,  1993 


Mr.  Chairman,  distinguished  members  of  this  subcommittee,  my  name  is  Philip  Seng.  I  am 
president  and  chief  executive  officer  of  the  United  States  Meat  Export  Federation.  The  U.S. 
Meat  Export  Federation,  or  USMEF  as  its  often  called,  is  a  non-profit  trade  association 
responsible  for  developing  foreign  markets  for  U.S.  beef,  pork,  lamb  and  veal  products.  Our 
members  represent  the  entire  production,  processing  and  distribution  chain. 

I  am  here  today  to  speak  on  behalf  of  the  U.S.  red  meat  industry  and  the  Meat  Industry  Trade 
Policy  Council  of  which  USMEF  is  a  member.  Other  members  of  the  Meat  Industry  Trade 
Policy  Council  include  the  American  Meat  Institute,  the  National  Cattlemen's  Association,  the 
National  Pork  Producers  Council,  the  American  Sheep  Industry  Association,  and  the  American 
Farm  Bureau  Federation. 

Mr.  Chairman,  I  would  first  like  to  express  the  industry's  most  sincere  appreciation  for  your 
support  of  international  trade  and  your  commitment  to  the  future  of  American  agriculture.  Our 
industry  is  in  transition,  particularly  those  sectors  representing  value-added  and  higher  valued 
consumer-ready  products.  While  we  have  made  significant  progress  in  shifting  from  a  domestic 
marketing  orientation  to  one  more  in  tune  with  international  trade,  we  have  a  long  way  to  go. 
The  task,  the  opportunities,  and  the  rewards  are  enormous. 

The  U.S.  Meat  Export  Federation  has  been  a  cooperator  in  USDA's  Foreign  Market 
Development  Program  since  1976  and  today  has  eight  foreign  offices  in  major  export  markets 
around  the  world.  USMEF  received  $10.4  million  in  MPP  funds  in  FY93,  which  is  a  21 
percent  reduction  from  the  year  before.  I  would  add  that  private  sector  funding  this  year  for 
USMEF  foreign  market  development  programs  reached  a  record  $9.1  million  for  U.S.  red  meat 
products.  This  is  five  times  what  it  was  in  1987  when  USMEF  first  received  Targeted  Export 
Assistance  (TEA)  funds  (See  Attachment  A). 

I  am  very  familiar  with  the  subject  of  today's  hearing.  As  the  Asia  Pacific  Director  in  Tokyo 
for  USMEF  throughout  much  of  the  past  decade,  I  had  the  honor  and  distinction  of  developing 
the  first  Targeted  Export  Assistance  program  for  the  red  meat  industry  back  in  1986. 
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The  primary  target  of  our  initial  TEA  program  was  Japan.  At  that  time,  Japan  offered  only 
token  access  to  U.S.  red  meat  products,  particularly  beef.  As  the  General  Accounting  Office 
has  noted  in  its  most  recent  report  on  MPP  and  the  Foreign  Agricultural  Service,  the  TEA  and 
MPP  programs  have  played  a  critical  role  in  the  industry's  successful  campaign  to  open  and 
penetrate  the  Japanese  market.  As  important  as  the  TEA  program  was  prior  to  liberalization  of 
the  Japanese  beef  market  in  1991,  is  the  significant  progress  we've  been  able  to  make  with  MPP 
support  in  the  years  following  liberalization. 

Today,  we  are  selling  more  red  meat  products  to  more  countries  around  the  world  than  at  any 
time  in  history.  In  the  early  1980's,  less  than  10  percent  of  total  U.S.  beef  and  pork  exports 
went  to  markets  other  than  Japan.  Thanks  to  MPP,  40  percent  of  total  U.S.  beef  exports  in 
1992  went  to  foreign  markets  other  than  Japan.  The  same  figure  for  U.S.  pork  exports  in  1992 
was  38  percent.  In  short,  MPP  has  enabled  the  U.S.  red  meat  industry  to  explore  and  penetrate 
new  markets  (See  Attachment  B).  The  program  continues  to  provide  critical  resources  in  the 
early  stages  of  market  development,  paving  the  way  for  the  private  sector  to  follow. 

There  are  now  more  than  15  U.S.  meat  companies  with  offices  in  Japan.  Five  years  ago,  there 
were  only  five.  We  see  the  same  trend  emerging  in  Mexico  and  other  developing  markets 
around  the  world,  with  USMEF  using  a  combination  of  USDA  and  private  sector  funds  on  the 
front  end  and  greater  U.S.  industry  involvement  coming  in  later  stages.  The  work  we  are  now 
beginning  in  the  People's  Republic  of  China  offers  an  excellent  example  of  this  process.  We 
project  that  beef  exports  to  the  People's  Republic  of  China  will  increase  from  almost  zero  today 
to  more  than  $100  million  by  the  year  2001  with  front-end  support  from  MPP. 

Since  the  U.S.  red  meat  industry  first  received  TEA/MPP  funds  in  1987,  U.S.  red  meat  exports 
(beef,  veal,  pork  and  lamb)  have  increased  211  percent  worldwide  (See  Attachment  A).  As  most 
of  us  in  this  room  appreciate,  there  are  many  factors  that  have  come  together  to  make  this 
unprecedented  growth  in  red  meat  exports  possible:  Greater  access  to  foreign  markets,  improved 
products  to  meet  the  needs  of  our  foreign  customers,  growing  demand  for  quality  meat  proteins 
in  major  population  centers  around  the  world,  and  more  U.S.  resources  (public  and  private) 
targeted  at  foreign  markets.  The  Market  Promotion  Program  has  in  the  past  and  continues  today 
to  be  a  vital  factor  in  this  successful  export  equation. 

The  Market  Promotion  Program  has  allowed  the  private  sector  to  partner  with  the  U.S. 
government  to  pursue  new  business  opportunities  in  foreign  markets.  This  program  embodies 
the  type  of  cooperation  this  country  needs  to  create  jobs,  strengthen  the  economy  and  help 
American  agriculture  establish  long-term  commercial  trade  relations  in  world  markets.  At  a 
record  $3.0  billion  in  1992,  U.S.  red  meat  exports  accounted  for  135,000  full-time,  tax-paying 
jobs  in  the  U.S.  red  meat  industry  alone. 

Mr.  Chairman,  MPP  is  not  broken,  nor  has  it  outlived  its  significance  to  this  country.  I  do 
believe,  however,  that  efforts  to  refine  the  Market  Promotion  Program  this  year  are  timely.  The 
Meat  Industry  Trade  Policy  Council  is  deeply  committed  to  expanding  exports  of  U.S.  red  meat 
products.   In  our  view,  this  means  increasing  private  sector  involvement  (here  in  this  country 
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and  also  in  foreign  markets)  and  maximizing  the  impact  of  MPP  on  rural  America  and  the  U.S. 
economy.  We  do  not,  Mr.  Chairman,  advocate  the  status  quo  for  our  own  marketing  programs, 
nor  do  we  advocate  the  status  quo  for  MPP.  We  seek  to  improve  the  MPP  program's 
performance  as  we  do  our  own. 

We  believe  firmly  that  the  program's  mission  should  remain  uncompromised— and  that  is  to 
increase  exports  of  U.S.  agricultural  products.  In  achieving  this  mission,  new  companies  and 
industries  must  have  access  to  MPP  funding  to  broaden  the  base  of  U.S.  industry  involvement. 
However,  bringing  new  companies  into  the  program  should  not  be  accomplished  at  the  expense 
of  the  program's  ability  to  perform  in  export  markets.  If  we  measure  program  success  on  the 
basis  of  how  many  new-to-export  companies  are  involved  in  the  program,  or  how  many  small- 
or  medium-sized  companies  use  MPP  funds,  the  industry  loses,  the  taxpayer  loses  and  the 
competition  wins. 

U.S.  red  meat  exports  in  1992  added  $70  per  head  to  the  value  of  fed  cattle  and  $6. 15  per  head 
to  the  value  of  market  hogs  (See  Attachment  C).  This  price  benefit  goes  directly  to  the  producer 
and  is  the  result  of  export  sales,  not  the  number  of  companies  involved  in  exports.  The  U.S. 
Meat  Export  Federation  seeks  to  attract  new  companies  as  a  regular  course  of  business  because 
it  makes  good  business  sense:  It  brings  new  ideas,  it  provides  new  products,  and  it  offers  more 
options  to  foreign  customers.  Any  attempt  to  legislate  quotas  for  new-to-export  companies  or 
to  designate  the  size  of  companies  that  should  be  involved  in  the  program  would  seriously 
undermine  the  program's  intent  and  would  impair  export  sales. 

We  support  the  basic  tenet  that  the  private  sector  should  become  increasingly  self-reliant  in 
foreign  markets  over  time.  We  think  the  current  level  of  private  sector  contributions  as  a 
percent  of  MPP  funds  is  much  too  low  for  generic  activities.  As  you  know,  this  requirement 
is  currently  5  percent.  We  further  believe  the  private  sector  should  increase  its  investment  in 
foreign  markets  as  a  percent  of  MPP  funding  in  regularly  scheduled  increments.  These  increases 
would  need  to  be  specific  to  individual  commodities  and  markets.  In  the  case  of  an  unforeseen 
disruption  in  trade,  provisions  would  need  to  be  made  to  either  slow  or  suspend  the  schedule  for 
incremental  increases  in  private  sector  investment.  In  these  instances,  MPP  would  serve  to  help 
the  private  sector  weather  disruptions  and  retain  a  marketing  presence. 

We  also  support  the  role  of  branded  product  promotions  in  MPP.  For  the  red  meat  sector,  10 
percent  of  its  total  MPP  allocation  this  year  is  branded.  The  other  90  percent  is  generic.  Our 
average  allocation  of  branded  money  to  participating  companies  is  $37,000.  Our  entire  branded 
program,  which  has  34  participants  this  year,  is  administered  by  USMEF  to  ensure  that  these 
funds  complement  the  industry's  generic  program  and  also  that  they  are  not  used  by  U.S. 
companies  to  compete  with  each  other  in  foreign  markets. 

The  branded  program  plays  a  vital  role  in  foreign  market  development.  It  helps  U.S.  companies 
enter  new  markets  and  it  also  helps  them  to  introduce  new  products  in  existing  markets  where 
company  resources  are  limiting.  In  many  cases,  the  branded  program  has  meant  the  difference 
between  a  successful  U.S.  company  reaching  out  to  foreign  trade  or  simply  staying  at  home. 
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Wc  agree  that  the  branded  program  is  not  an  entitlement.  We  believe  that  establishing  time 
limits  for  a  given  company  in  a  given  market  for  a  given  product  line  makes  sense  for  the 
branded  program.  Consistent  with  this  line  of  thought,  we  do  not  oppose  the  idea  of  setting  a 
limit  on  the  amount  that  a  company  can  receive  in  a  given  year  for  branded  product  promotions. 
This,  we  believe,  would  mitigate  the  need  for  "additionality"  and  would  also  "free  up"  funds  for 
more  U.S.  companies  to  participate  in  the  program. 

With  regard  to  origin  of  product,  we  support  the  current  provision  which  requires  that  at  least 
SO  percent  of  the  raw  product  be  of  U.S.  origin.  We  also  believe  MPP  funds  should  not  be  used 
to  promote  branded  products  processed  outside  the  United  States.  To  require  any  less  would 
undermine  the  entire  value-added  movement.  MPP  funds  should  be  used  to  export  products,  not 
jobs. 

Mr.  Chairman,  we  are  deeply  concerned  that  program  reforms  not  add  to  the  already  staggering 
administrative  burden  now  shouldered  by  FAS  and  program  participants.  Resources  are  far  too 
scarce  to  squander  on  administrative  matters  that  do  not  improve  export  performance.  We 
consider  program  and  company  audits  beyond  those  already  conducted  by  FAS  and  GAO  non- 
productive. We  also  would  consider  attempts  by  FAS  to  monitor  total  expenditures  by 
individual  companies  in  foreign  markets,  other  than  those  activities  approved  under  the  branded 
product  promotions  program,  logistical  I  y  impossible  and  of  no  material  consequence. 

In  making  the  most  effective  use  of  limited  government  and  private  sector  funds,  the 
subcommittee  should  know  that  USMEF's  MPP  plan  for  FY93  is  537  pages  long  and  it  weighs 
more  than  five  pounds.  This  is  an  annual  plan,  recreated  each  year.  USMEF  staff  works  12 
months  a  year  to  prepare  this  exhaustive  document.  No  sooner  is  one  completed  than  another 
begins.  Mr.  Chairman,  we  spend  more  time  "writing"  MPP  plans  than  we  do  conducting  the 
activities  outlined  in  the  plan.  We  fully  endorse  the  idea  of  developing  a  5-year  strategic  plan 
to  guide  program  strategies  and  resources.  USMEF  has  developed  such  a  plan  for  the  red  meat 
sector. 

This  5-year  plans,  and  others  like  it,  would  be  reviewed  and  modified  annually,  giving  FAS  a 
long-term  perspective  on  where  the  industry  is  going.  In  this  way,  funding  decisions  at  FAS  can 
be  made  on  a  strategic,  rather  than  an  annual  basis.  Reducing  the  burden  of  annual  plans  has 
the  added  benefit  of  enabling  the  private  sector  to  appropriately  spend  more  time  evaluating  its 
programs  and  making  appropriate  adjustments  to  improve  program  results. 

Yes,  the  industry  is  in  transition,  but  it  is  also  in  a  tremendous  expansion  phase  in  foreign 
markets.  Not  only  does  the  private  sector's  share  of  the  marketing  job  need  to  grow,  the  entire 
effort  needs  to  grow  as  well.  Any  legislation  this  year  to  modify  MPP  should  be  determined 
by  whether  or  not  proposed  changes  will  increase  agricultural  exports.  They  should  not  be 
determined  by  how  quickly  the  changes  will  allow  for  MPP  to  be  phased  out  of  existence.  Now 
is  the  time  for  USDA  and  the  private  sector  to  do  more  in  developing  foreign  markets,  not  less. 


208 


The  future  of  American  agriculture  rests  in  foreign  markets.  As  our  efforts  to  dismantle  trade 
barriers  progress,  American  agriculture  finds  itself  on  the  verge  of  a  new  era  in  international 
trade;  one  that  will  permit  American  agriculture  to  finally  manifest  its  comparative  advantages 
and  quality  products  in  international  trade.  While  MPP  has  served  the  country  well  over  the 
past  7  years,  the  return  on  MPP  investments  in  the  future  will  be  even  greater. 

Some  people  have  argued  that  MPP  has  enabled  the  U.S.  to  compete  against  unfair  trade 
practices.  This  much  is  true,  but  more  importantly,  MPP  has  also  been  instrumental  in  helping 
American  agriculture  establish  meaningful  trade  relations  with  foreign  buyers,  raise  product 
awareness,  and  increase  sales  of  U.S.  agricultural  products  in  foreign  countries  well  after  these 
barriers  have  been  reduced. 

Regardless  of  pending  trade  negotiations,  such  as  the  G  ATT  and  the  North  American  Free  Trade 
Agreement,  MPP  will  be  more  valuable  to  the  industry  and  this  country's  economy  than  ever. 
MPP  does  not  constitute  an  export  subsidy  and  has  been  ruled  a  "green  box"  item  by  the  GATT. 
It  is  the  one  program  we  have  in  the  value-added  sector  to  advance  U.S.  agricultural  products 
in  foreign  markets.  The  European  Community  (EC),  for  example,  spent  $54  million  in  export 
subsidies  alone  to  promote  Danish  pork  in  the  Japanese  market  in  1992.  Similarly,  the  EC  spent 
$1.9  billion  in  1992  in  export  restitutions  to  market  EC  beef  and  veal  products  in  world  markets. 
USMEF  expenditures  (private  and  USDA  funding  combined)  pail  by  comparison.  Our  total 
budget  in  FY93  for  marketing  all  red  meat  products  in  all  markets  is  estimated  at  just  over  $21 
million. 

We  must  look  to  the  future.  By  the  year  2001  U.S.  red  meat  exports  will  hit  a  record  $7.5-8.0 
billion  (See  Attachment  D),  more  than  double  what  they  are  today.  We  cannot  reach  this  mark 
without  the  Market  Promotion  Program,  nor  can  we  reach  it  without  greater  involvement  from 
the  private  sector.  Most  agricultural  sectors  share  this  promising,  but  conditional  view  of  the 
future,  particularly  those  related  to  value-added  and  consumer-ready  food  products.  Reducing 
appropriations  for  MPP  in  FY94  will  cost  the  country  far  more  in  lost  export  sales  than  it  will 
ever  benefit  deficit  reduction. 

In  conclusion,  Mr.  Chairman,  the  Market  Promotion  Program  will  play  a  major  role  in  our 
ability  to  expand  sales  of  U.S.  red  meat  products  in  foreign  markets.  We  support  efforts  to 
ensure  that  MPP  dollars  are  used  to  bring  the  greatest  return  to  American  agriculture,  rural 
America  and  the  U.S.  economy.  We  very  much  appreciate  the  opportunity  to  offer  our  views 
on  Market  Promotion  Program  and  what  it  means  to  the  red  meat  industry.  We  look  forward 
to  working  with  you  and  your  subcommittee  to  do  everything  we  can  to  strengthen  this  vital 
program. 

Thank  you. 

(Attachments    follow:) 
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ATTACHMENT  B 
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LEADING  MARKETS  FOR  U.S.  MEAT  EXPORTS 

YEAR-TO-DATE 

JANUARY  -  DECEMBER  1992 


BEEF  &  VEAL  AND  BEEF  VARIETY  MEATS 

COUNTRY 

MT 

PERCENT 
CHANGE 

VALUE 

(WOO) 

PERCENT     1 
CHANGE      | 

Japan 

320,220 

I7S 

1.476.034 

26*    | 

Canada 

M.662 

■8ft 

339.067 

-9*    || 

Mexico 

108.342 

2» 

256,443 

10* 

South  Korea 

51,748 

12S 

216,857 

17* 

ECU 

1  5,00b 

344% 

30,377 

250* 

WORLD  TOTAL 

651.356 

lift 

2,467,202 

17* 

PORK  AND  PORK  VARIETY  MEATS 

COUNTRY 

MT 

PERCENT 
CHANGE 

VALUE 

(WOO) 

PERCENT 
CHANGE 

Japan 

81,601 

60« 

322.604 

49* 

Mexico 

97,775 

6« 

120.526 

4« 

Canada 

11,663 

-2  ft 

30,260 

-2« 

Caribbean 

3,663 

-37* 

7,794 

-37* 

EC-12 

8.609 

41* 

6,965 

59* 

WORLD  TOTAL 

223.012 

23ft 

521,719 

29* 

LAMB  &  MUTTON  AND  LAMB  VARIETY  MEATS 

COUNTRY 

MT 

PERCENT 
CHANGE 

VALUE 

(WOO) 

PERCENT    I 
CHANGE     | 

Canada 

2.203 

lift 

5,800 

6*   | 

Mexico 

3,214 

Ift 

4,771 

-18*   | 

Saudi  Arabia 

1,089 

76  ft 

940 

86*   J 

Japan 

429 

59* 

881 

26*    1 

EC-12 

533 

73« 

681 

106*   [ 

WORLD  TOTAL 

8.231 

17* 

14.992 

4*    | 

Source  of  Dili    :  USD  A 

Percent  Change  :  Percent  change  as  compared  to  Ian.  -  Dec.  1991 

World  ToUl        :  Exports  to  all  importing  countries  including  leading  countries  listed. 

DENVER  •  TOKYO  •  OSAKA  •  HAMBURG  •  MEXICO  CITY  •  HONG  KONG  •  SEOUL  •  TAIPEI-  SINGAPORE 

Cherry  Creek  Plaza  I  Suite  1000,  600  South  Cherry  Street,  Denver,  Colorado  80222-1716 

Telephone:  303-399-7151,  FAX:  303-321-7075 

I 
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Beef  and  Pork  Exports 

Impact  on  ILS.  Livestock 
Industries 

1992 

Prepared  for: 

The  U.S.  Meat  Export  Federation 

May,  1993 


Prepared  by: 


S/Resou 


Resourcezlnc 


P.O.  Box  3947 

5420  South  Quebec  Street 

Englewood,  Colorado  80111 
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1992  Beef  and  Pork  Exports 
Impact  on  Domestic  Industries 


Purpose: 

The  purpose  of  this  study  was  to  analyze  and  measure  the  value  and 
economic  impact  of  U.S.  beef  and  pork  exports  on  domestic  cattle,  hog 
and  grain  industries. 


Property  of: 

The  U.S.  Meat  Export  Federation. 

Prepared  by: 

CF  Resources,  Inc.  (a  subsidiary  of  Cattle-Fax) 
Post  Office  Box  3947 
Englewood,  Colorado  80155 


Every  attempt  has  been  made  to  ensure  that  the  data  and  information  provided  is  complete 
and  accurate.  However,  CF  Resources  cannot  guarantee  or  warrant  the  accuracy  of  the  data 
and  is  not  responsible  or  liable  for  its  use. 


Beef  and  Pork  Exports  Impact  on  U.S.  Livestock  Industries  Page  1 

(The  complete  report   is  held  in  the  committee   files.) 
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HEARING  ON  THE  MARKET  PROMOTION  PROGRAM 

REVISIONS  NECESSARY  TO  IMPROVE 

EFFECTIVENESS 

HOUSE  SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE 

AND  HUNGER 
June  23,  1993 

PRESENTED  BY  THE  NATIONAL  PEANUT  COUNCIL  OF  AMERICA 


The  National  Peanut  Council  of  America  is  the  international  market  development 
organization  for  the  U.S.  peanut  industry.  It  is  funded  and  governed  by  the 
grower  groups  in  all  of  the  principal  peanut  producing  states  (Georgia,  Alabama, 
Florida,  Texas,  Virginia  and  North  Carolina)  and  the  three  regional  sheller 
organizations  (Southeast,  Southwest  and  Virginia-Carolina)  which  represent  all 
of  the  U.S.  exporters  of  raw  peanuts.  We  also  have  associate  members  who 
are  processors,  brokers  and  traders  of  U.S.  peanuts  and  who  are  interested  in 
promoting  exports  of  U.S.  peanuts  and  peanut  products. 

The  National  Peanut  Council  of  America  has  participated  in  the  Market 
Promotion  Program  (MPP)  and  its  predecessor,  the  Targeted  Export  Assistance 
(TEA)  program,  which  was  created  by  the  1985  Farm  Bill.  Our  overseas 
promotional  programs  are  targeted  at  major  markets  and  those  new  markets 
which  offer  long-term  market  development  opportunities  for  our  industry. 
Promotional  activities  include  a  mix  of  trade  servicing  (dissemination  of 
information,  technical  seminars,  trade  contacts),  branded  promotion,  generic 
advertising  and  public  relations,  and  promotion  of  value  added  peanut  products 
processed  in  the  United  States.  As  a  result  of  these  programs,  which  have 
allowed  us  to  more  aggressively  market  our  industry's  products,  U.S.  peanut 
exports  have  grown  from  226,000  metric  tons  in  crop  year  1 986  to  339,000 
metric  tons  in  1992,  an  increase  of  50%. 

The  branded  promotional  activities  have  been  a  major  contributor  to  our  success 
in  the  export  market.     Since  our  industry's  principal  exports  (approximately 
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80%  by  value)  are  of  semi-processed  peanuts  --  raw  shelled,  inshell  and 
blanched  peanuts  --  our  principal  customers  overseas  are  those  companies 
which  import  and  further  process  our  peanut  exports  into  salted  nuts,  peanut 
butter,  and  confectionery  products.  These  companies,  which  also  package  and 
market  branded  peanut  products  to  the  end  users,  are  the  companies  with 
which  we  enter  into  cooperative  marketing  programs. 

Under  current  MPP  program  regulations,  government  funds  may  be  used  by  our 
overseas  participants  for  specific  trade  and  consumer  promotional  activities 
such  as  media  advertising,  in-store  demonstrations  and  point-of-sale  materials. 
Program  regulations  require  that  participating  branded  companies  provide  a 
minimum  of  a  dollar-for-dollar  matching  contribution  on  each  eligible  activity. 
The  contribution  by  the  branded  participant  is,  in  reality,  considerably  greater 
since  many  essential  marketing  expenditures  such  as  administrative  and 
personnel  costs,  travel,  promotional  items,  trade  discounts  and  the  like  are 
disallowed  under  MPP  program  regulations.  We  do  not  believe  that  government 
funds  should  be  used  for  these  items,  but  we  do  feel  that  these  expenses 
should  be  recognized  as  contributions  to  the  overall  promotional  program. 

Since  our  industry's  raw  peanut  exports  cannot  be  sold  directly  to  the 
consumer,  overseas  branded  processors  are  an  essential  link  in  the  chain  from 
the  farmer  to  the  end  user.  We  rely  on  the  overseas  processor  to  promote  our 
product  directly  to  the  consumer.  In  order  to  participate  in  the  MPP  program, 
an  overseas  participant  is  required  to  purchase  and  pack  U.S.  peanuts 
exclusively,  and  we  support  U.S.  content  requirements  in  MPP  regulations. 
Branded  participants  must  display  a  USA  Quality  logo  or  other  U.S. 
identification  on  all  packages  and  promotional  materials.  In  this  regard  we  view 
the  participation  of  the  branded  companies  as  a  means  to  promote  the  USA 
product  origin  in  the  target  market.  Since  matching  promotional  contributions 
are  required  from  the  overseas  participant,  we  are  able  to  reach  much  larger 
audiences     with    branded     promotional     messages.     We    regard     branded 
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expenditures  as  more  effective  than  generic  expenditures  in  conveying  our 
origin  and  quality  messages  to  the  maximum  number  of  consumers. 

In  foreign  markets,  we  seek  quality-conscious  brand  leaders  as  program 
participants.  Company  size  varies  from  small  family-owned  businesses  to  large 
multi-national  corporations.  Since  our  objective  is  to  move  the  maximum 
quantity  of  U.S.  grown  peanuts  into  the  market,  we  are  not  particularly 
concerned  with  size  but  with  the  company's  position  in  the  market  and 
marketing  capabilities.  Our  objective  is  to  insure  that  the  quality  conscious 
brand  leaders  use  U.S.  grown  peanuts  and  promote  the  U.S.  origin.  It  is 
important  to  note  that  peanut  exporters  in  Argentina,  China  and  other  peanut 
producing  countries  are  constantly  competing  for  the  processors'  business,  in 
many  years  with  a  quality  product  that  competes  favorably  with  the  U.S.  Our 
marketing  support  is  vital  to  maintaining  long-term  loyalty  from  our  key 
customers. 

The  ability  to  engage  in  cooperative  marketing  activities  for  high  quality  branded 
products  has  become  increasingly  important,  particularly  in  developed  markets. 
Retail  chain  stores  seek  to  maximize  profits  by  pushing  cheaper  private  label 
brands  with  little  or  no  loyalty  to  supplier  or  origin.  We  compete  with  such 
products  which  are  usually  non-U. S.  origin  by  seeking  to  win  consumer  loyalty 
for  branded  products  made  from  U.S.  origin  peanuts.  Working  with  market 
leaders  in  a  variety  of  different  size  and  type  companies  has  been  central  to  our 
strategy  of  utilizing  MPP  funds  in  the  most  cost  effective  manner  and  creating 
the  greatest  impact  in  the  target  market.  We  believe  that  arbitrary  limitations 
on  company  size  or  duration  of  participation  in  the  program  would  be  counter 
productive,  as  it  often  takes  a  varying  number  of  years  to  establish  an  effective 
program  and  a  trusting  commercial  relationship.  Crop  conditions  vary  from  year 
to  year.  It  has  been  our  experience  that  the  cooperative  MPP  relationships 
developed  with  branded  participants  have  enabled  us  to  regain  market  shares 
when  supplies  have  been  reduced  due  to  drought. 
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As  the  only  developed  country  that  is  a  major  producer  and  exporter  of  peanuts, 
the  U.S.  faces  keen  competition  in  the  world  market  from  low  cost  producers. 
Higher  U.S.  wages,  more  sophisticated  equipment  and  technology  and  stricter 
quality  controls  at  every  stage  of  the  production  process  result  in  a  superior, 
but  more  expensive,  product.  Our  ability  to  market  a  higher  quality,  more 
expensive  product  is  dependent  on  aggressive  and  innovative  marketing 
strategies  and  the  ability  to  maximize  our  marketing  dollars  by  encouraging 
branded  participation  in  our  marketing  programs. 

The  TEA/MPP  funding  provided  us  with  the  resources  to  initiate  a  U.S. 
processed  product  program  in  1987.  U.S  processors  of  peanut  products  -- 
primarily  peanut  butter  -  have  doubled  their  export  markets  in  volume  and  value 
since  1986.  U.S.  processed  peanut  exports  currently  account  for  over 
$20,000,000  (10,000  tons  annually).  These  processed  exports  help  our 
farmers  by  providing  additional  outlets  for  their  products  and  help  our  economy 
by  keeping  processing  jobs  in  the  United  States.  They  also  help  us  expand 
exports  into  new  markets  where  processing  facilities  for  raw  peanuts  are  not 
yet  available.  In  many  instances,  with  the  use  of  TEA/MPP  funds,  we  have  been 
able  to  encourage  U.S.  firms  to  enter  new  markets.  Without  this  support,  the 
amount  of  marketing  funds  required  for  a  company  to  enter  a  new  market 
would  make  it  unprofitable.  Through  MPP,  many  U.S.  firms  have  been  able  to 
enter  new  markets  and  build  sales  to  a  profitable  level. 

As  with  the  foreign  branded  program,  our  U.S.  processed  promotional  program 
has  included  small  as  well  as  large  companies  in  the  industry.  MPP  program 
regulations  restrict  government  expenditures  to  direct  promotional  activities. 
MPP  funds  cannot  be  used  for  market  research,  travel  to  identify  and  appoint 
agents  in  foreign  countries,  product  samples,  packaging  costs  and  redesign 
required  for  foreign  markets,  fees  or  charges  associated  with  obtaining  listings 
in  retail  outlets,  trade  discounts  and  other  below  the  line  costs.  Furthermore, 
these  costs  may  not  be  considered  part  of  a  company's  matching  contribution. 
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In  the  case  of  small  and  new-to-market  companies  in  particular,  these  are 
significant  expenditures  which  are  usually  essential  for  becoming  established 
in  a  new  market  and  for  qualifying  for  participation  in  the  MPP  program.  We 
believe  that  any  further  limitations  on  participation  would  discourage  most 
companies  from  involvement  in  export  markets.  We  do  not  feel  that  company 
size  should  be  a  determining  factor  in  the  allocation  of  funds.  The  most 
important  consideration  should  be  whether  a  company  has  the  resources  to 
move  U.S.  agricultural  commodities  overseas,  thereby  helping  U.S.  farmers  and 
American  agriculture. 

In  our  view,  MPP  is  an  excellent  example  of  the  close  and  effective  cooperation 
between  government  and  the  private  sector  in  achieving  meaningful  national 
goals  --  the  reduction  of  the  U.S.  trade  deficit  and  the  encouragement  of  U.S. 
companies  to  be  engaged  in  international  trade.  The  Foreign  Agricultural 
Service  should  be  commended  for  developing  program  regulations  which  ensure 
that  those  companies  which  are  capable  of  effectively  moving  U.S.  agricultural 
commodities  overseas  have  equal  opportunities  for  program  participation.  New 
program  regulations  ensure  that  all  commodities  and  products  promoted 
overseas  with  U.S.  government  funds  promote  the  USA  product  origin.  These 
regulations  have  also  placed  greater  emphasis  on  comprehensive  evaluations  of 
the  activities,  thus  ensuring  that  only  those  activities  which  display  progress  in 
real  terms  will  continue  to  be  funded.  In  addition,  stricter  oversight  of 
reimbursements  to  program  participants  ensures  that  all  payments  conform  to 
program  regulations. 

Whether  through  generic  campaigns  or  branded  promotions  conducted  in 
cooperation  with  credible,  competent,  quality  conscious  processing  companies, 
the  net  result  of  the  MPP  program  is  the  presentation  of  a  positive  image  for 
U.S.  agriculture  and  agricultural  products  in  foreign  markets. 
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Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is  Joe  Rollo  and  I  am  the 
Director  of  the  International  Department  at  the  Wine  Institute,  the  industry  association 
representing  over  400  California  vintners  who  produce  80  percent  of  the  wine  in  the  United 
States.  The  Institute  manages  the  MPP  for  the  California  wine  industry.  All  wines  must  be 
100%  from  California  in  order  to  qualify  for  our  program. 

I  appreciate  this  opportunity  to  speak  about  the  Market  Promotion  Program  and  how 
various  proposed  reforms  would  affect  our  use  of  this  program.  In  the  following  testimony, 
I  will  also  offer  three  suggestions: 

My  first  suggestion  is  that  we  re-focus  the  MPP  on  countering  trade  barriers: 

We  need  the  Market  Promotion  Program  in  order  to  compete  in  the  world  market. 

The  MPP,  and  formerly  the  Targeted  Export  Assistance  program,  has  been 
instrumental  in  providing  motivational  and  financial  support  for  the  U.S.  wine  industry  to 
enable  it  to  compete  in  foreign  markets.  Prior  to  1986,  the  industry  exported  to  only  a  few 
markets.  The  largest  market  was  Canada.  Exports  consisted  predominately  of  inexpensive 
bulk  wines.  Export  sales  in  1985  were  $27  million.  The  industry,  faced  with  significant 
foreign  trade  barriers  and  the  overwhelming  competitive  strength  of  the  wine  industries  of 
Europe,  chose  to  compete  for  greater  market  share  in  the  U.S.,  rather  than  to  seek  foreign 
market  entry. 

However,  with  the  passage  of  the  Wine  Equity  Act  in  1 984,  and  the  priority  given 
the  industry  in  government  assistance  to  reduce  foreign  trade  barriers,  the  industry  began 
to  seek  entry  to  foreign  markets.  The  first  allocation  of  funds  through  the  FAS  Cooperator 
Program  was  a  very  cautious  $200,000  in  1985.  From  this  base,  export  sales  of  U.S.  wines 
grew  to  $174.7  million  in  1992  and  the  1993  MPP  allocation  for  Wine  Institute  rose  to 
almost  $1 1.7  million,  as  we  became  the  largest  recipient  of  funds  last  year. 

In  a  perfect  world,  the  high  quality  and  competitive  pricing  of  our  wines  would  be 
enough  to  ensure  a  considerable  share  of  the  world  market.  In  reality,  though,  U.S.  wines 
are  facing  enormous  competition  and  unfair  trade  barriers. 

In  1992,  the  European  Community  subsidized  its  wine  sector  to  the  tune  of  $2.5 
billion.  Over  $84  million  of  this  went  directly  toward  price  subsidies  for  wine  exports. 
When  competing  against  such  artificially  low  prices,  it  is  virtually  impossible  for  U.S.  wines, 
which  must  compete  without  any  price  or  production  subsidies,  to  establish  a  foothold  in 
new  markets. 

Unfair  competition  only  paints  half  of  the  picture.  In  many  of  the  world's  largest 
markets,  we  are  facing  stiff  barriers  as  countries  protect  their  local  industries.  Canada 
imposes  steep  price  markups  masked  as  cost-of-service  charges  on  our  wines,  contrary  to 
the  U.S.-Canada  Free  Trade  Agreement.  Japan's  distribution  system  confounds  even  the 
most  determined  wine  exporter.  The  European  Community  continues  to  mandate 
burdensome  registration  and  certification  requirements.   In  the  face  of  such  obstacles,  it  is 
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little  wonder  that  U.S.  wines  have  only  scratched  the  surface  of  the  world  wine  market. 

We  are  not  asking  for  a  handout  -  only  a  level  playing  field  on  which  to  compete. 
The  Wine  Institute  is  quite  proud  of  the  accomplishments  it  has  made  thus  far,  without 
government  subsidies.  Indeed,  we  have  shown  initiative  and  resourcefulness  in  dealing  with 
such  issues  as  the  phylloxera  vine  disease,  increased  competition  from  foreign  suppliers,  a 
declining  domestic  market  and  a  529  percent  federal  excise  tax  increase  in  1991. 

In  order  for  the  U.S.  wine  industry  to  continue  to  thrive,  it  must  build  its  exports,  and 
for  this  we  need  assistance  in  combatting  unfair  trade  barriers.  The  Market  Promotion 
Program  has  proven  itself  effective  in  helping  us  penetrate  new  markets.  This  program  does 
not  represent  "corporate  welfare",  it  provides  an  incentive  and  motivation  for  our  wineries 
to  compete  against  the  industry/government  partnerships  of  our  competitors  and  in  countries 
where  local  wine  producers  are  given  unfair  protection. 

My  second  suggestion  is  that  the  program  be  reviewed  and  managed  on  an  industry  basis 
with  no  restriction  regarding  company  size.  Our  industry  program  includes  a  generic 
marketing  program  and  a  branded  program  that  includes  107  California  wineries.  These 
wineries  include  several  large  wineries,  many  mid-size  wineries  and  over  50  small 
producers.  This  mix  of  wineries  mirrors  our  industry.  These  producers  cover  all  price 
categories,  types,  and  styles  of  wine. 

Approximately  88%  of  all  California  wine  grapes  are  purchased  by  wineries  from 
independent  growers.  If  the  MPP  were  to  exclude  or  limit  participation  by  large  companies, 
many  independent  growers  would  be  denied  access  to  the  program  and  the  export  market. 
Large  companies  seek  mass  markets  and  help  establish  the  beachhead  for  smaller  producers. 
I  can  see  no  viable  reason  to  exclude  or  limit  participation  of  large  companies  in  our 
industry. 

The  concept  of  graduation  from  the  program  is  theoretically  sound,  but  the  time  frames 
ignore  competitive  reality.  When  our  export  markets  become  established  and  mature,  then 
government  funding  should  be  shifted  or  discontinued.  However,  our  industry  is  in  the 
infant  stage  in  developing  export  markets.  Our  industry  has  less  than  a  1  %  share  of  the 
export  market  for  wine.  Our  competitors  have  been  promoting  their  products,  and 
protecting  their  markets,  for  over  200  years.  How  can  we  talk  about  three  and  five  year 
time  frames? 

I  believe  that  each  industry  that  receives  MPP  funds  should  be  held  accountable  for 
achieving  their  goals,  managing  a  program  that  is  fair  to  all  members  -  large,  medium,  and 
small;  and  establishing  controls  so  that  funds  are  spent  in  markets  of  opportunity  and  not 
in  established  markets. 

My  third  suggestion  is  that  the  MPP  be  redesigned  to  support  small  business  more 
effectively.  As  I  have  stated,  most  of  our  branded  participants  would  be  considered  small 
businesses  by  any  definition.  However,  the  way  to  make  the  program  more  effective  for 
them  is  np_t  to  set  aside  funds,  but  to  make  the  program  more  responsive  to  their  needs,  and 
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easier  to  administer.  Each  year,  we  experience  a  turnover  of  about  20%  of  the  small 
wineries  in  our  program.  This  is  for  two  reasons:  the  majority  of  the  expenses  that  they 
incur  are  not  eligible  under  the  program,  and  the  administrative  and  reporting  requirements 
are  too  burdensome.  Several  participants  have  told  me  that  they  could  not  see  the 
advantage  of  hiring  a  $20,000/yr.  person  to  administer  a  program  that  filled  their  needs  of 
$10,000  in  matching  funds  -  especially  when  these  funds  only  covered  a  small  part  of  their 
export  marketing  expenses. 

Our  goal  should  be  to  make  this  program  more  effective  for  small  business,  not  to  mandate 
an  amount  of  money  that  cannot  be  used  effectively.  Our  small  wineries,  in  just  about 
every  instance,  receive  the  allocations  that  they  request.  The  problem  is  not  the  funding, 
it  is  the  rules  and  administrative  requirements  of  the  program  itself.  Let's  work  on  the  real 
problem. 

I  thank  you  for  the  opportunity  to  share  with  you  my  thoughts  on  the  Market  Promotion 
Program  and  ways  that  it  can  be  re-focused  and  improved.  In  general,  we  believe  that  the 
MPP  is  a  government  program  that  works,  that  is  responsible  for  the  export  success  of  our 
industry,  and  should  be  supported  and  improved.  In  business,  when  times  are  tough, 
executives  search  for  programs  that  have  a  track  record  of  success  and  leave  the  doubtful 
programs  for  examination  at  a  later  time.  The  MPP  has  allowed  our  industry  to  compete 
in  world  markets  against  stronger  competitors,  has  added  jobs,  and  new  markets  for  growth. 
We  are  just  in  the  beginning  stages  of  our  growth  with  considerable  potential  ahead.  We 
welcome  your  support  in  improving  this  program,  and  building  upon  its  positive  effects. 
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STATEMENT  OF  THE  AMERICAN  FARM  BUREAU  FEDERATION 

TO  THE  HOUSE  AGRICULTURE  SUBCOMMITTEE  ON 

FOREIGN  AGRICULTURE  AND  HUNGER 

REGARDING  THE  MARKET  PROMOTION  PROGRAM 

June  23,  1993 


The  American  Farm  Bureau  Federation,  the  nation's  largest  organization 
representing  farmers  and  ranchers,  appreciates  the  opportunity  to  comment  on  the 
operation  and  funding  of  the  Market  Promotion  Program  (MPP).  Farm  Bureau  is 
not  a  cooperator  organization  under  the  market  development  program  of  the 
Foreign  Agricultural  Service  and  receives  no  funding  under  the  MPP  or  any  other 
program. 

Farm  Bureau  strongly  supports  funding  for  the  MPP,  however,  at  the 
$147.7  million  level  proposed  by  the  administration  and  approved  by  the  House 
Appropriations  Committee.  This  amount  represents  a  cut  of  over  $50  million  from 
historical  levels  and  will  result  in  substantially  reduced  overseas  promotion  and 
sales  of  U.S.  farm  products.  Any  additional  cuts  in  the  program  would  severely 
weaken  a  program  that  is  a  proven  job  creator.  Since  1986,  when  the  MPP  was 
first  implemented  as  the  Targeted  Export  Assistance  Program,  agricultural 
exports  have  grown  from  $26  billion  to  over  $42  billion,  in  no  small  part  due  to 
these  programs.  Most  impressive  has  been  the  growth  of  high-value  and  value- 
added  product's  agricultural  exports,  the  kind  that  creates  domestic  jobs.  An 
estimated  350,000  jobs  have  been  generated  by  the  additional  $16  billion  in 
agricultural  exports  since  1986.  This  is  exactly  what  these  programs  were 
designed  to  do.   MPP  deserves  full-credit  for  accomplishing  this  goal. 

In  addition  to  our  fear  that  further  funding  cuts  could  render  the  MPP 
ineffectual,  we  are  also  concerned  that  efforts  to  micro-manage  or  to  accomplish 
other  objectives  by  targeting  benefits  could  cripple  the  program.  Targeting 
benefits  to  specific  sectors,  types  of  products  or  size  of  company  could  turn  the 
program  into  a  costly  bureaucratic  nightmare.   Farm  Bureau  believes  that  the 
vast  majority  of  funds  utilized  for  the  MPP  have  been  well-spent  and  that  the 
public  and  private  investment  has  been  repaid  with  major  dividends  in  the  form  of 
expanded  U.S.  employment.  Any  program  can  be  fine-tuned  based  on  experience, 
but  major  changes  to  the  MPP  are  not  necessary  at  this  juncture. 
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Mr.  Chairman,  and  members  of  the  Subcommittee,  we  would  like  to 
submit  the  following  statement  on  behalf  of  the  American  Heart  Association,  the 
American  Lung  Association  and  the  American  Cancer  Society,  united  as  the 
Coalition  on  Smoking  OR  Health. 

We  write  to  recommend  the  prohibition  of  the  use  of  funds  under  the 
U.S.D.A.'s  Market  Promotion  Program  for  the  promotion  of  tobacco  products 
overseas. 

Last  year,  Representative  Wayne  Owens  introduced  a  successful 
amendment  to  the  FY  1993  agriculture  appropriations  bill  which  removed 
expenditures  by  the  Marketing  Promotion  Program  with  respect  to  promoting 
tobacco  overseas  during  FY  1993.  The  amendment  passed  overwhelmingly  by  a 
vote  of  331-82,  and  was  subsequently  approved  by  the  Senate  and  signed  into  law. 
The  Coalition  on  Smoking  OR  Health  supports  legislation  to  make  this  deletion  of 
funding  permanent. 

The  Coalition  on  Smoking  OR  Health  has  a  long-standing  position 
opposing  the  use  of  federal  funds  of  any  kind  for  the  marketing,  growth  and 
promotion  of  tobacco  products.  The  U.S.D.A.  continues  to  spend  nearly  $17  million 
to  administer  the  No  Net  Cost  Tobacco  Program,  plus  the  cost  of  other  tobacco- 
related  activities  of  the  U.SD.A.  including  the  Marketing  Promotion  Program 
($3,248  million  in  FY1992);  the  inspection  and  grading  of  tobacco  at  auction 
markets  ($235,000  in  FY  1993);  market  news  reports  on  auction  sales  activity 
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($952,000  in  FY  1993);  research  and  extension  on  tobacco  production  and  marketing 
($10,619  million  in  FY  1993);  and  the  subsidization  of  all-risk  crop  insurance  and 
direct  disaster  payments  ($12.87  million  in  FY  1991). 

The  Market  Promotion  Program  would  be  most  effective  in  helping  small 
farmers  and  small  business  owners  develop  new  markets.  Unfortunately,  the 
program  allocates  money  for  groups  such  as  the  tobacco  industry,  an  industry 
comprised  of  a  small  number  of  companies  well-heeled  enough  to  be  able  to  spend 
$4  billion  each  year  to  market  their  products,  monies  spent  without  any  measurable 
benefit  to  the  tobacco  farmer.  Of  the  value  of  one  stalk  of  tobacco,  only  2.6%  goes 
to  the  grower.  Fully  63.3%  goes  to  cigarette  manufacturers,  28.9%  to  federal  and 
state  governments,  and  5.2%  to  retailers. 

According  to  the  U.S.D. A., foreign-grown  tobacco  now  accounts  for  over 
one-third  of  the  tobacco  used  in  U.S.  cigarette  production,  compared  with  15 
percent  20  years  ago.  Imports  have  risen  sharply  the  last  3  years,  reflecting  a  shift  by 
manufacturers  to  using  cheaper  foreign-grown  leaf  in  the  rapidly  expanding  discount 
cigarette  production. 

Further,  U.S.  stocks  of  imported  cigarette  tobacco  were  higher  on  January 
1,  1993  than  a  year  early.  Flue-cured  stocks  climbed  34  percent  and  burley  stocks 
rose  17  percent.  Overall,  general  imports  rose  21  percent  in  1992. 

The  mounting  evidence  of  the  adverse  health  effects  of  tobacco  have 
decreased  domestic  consumption  from  600.4  billion  cigarettes  in  1984  to  498  billion 
in  1992,  a  17%  decrease.  At  the  same  time,  total  exports  rose  from  60.7  billion  to 
205.6  billion,  a  239%  increase! 
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The  healthcare  community  believes  strongly  that  all  federal  government 
policies  related  to  tobacco  must  reflect  the  objectives  set  by  former  Surgeon 
General  C.  Everett  Koop  for  a  Smoke-Free  Society  by  the  Year  2000  and  contained 
in  the  U.S.  Government's  Healthy  People  2000  Objectives  relating  to  tobacco  use. 
The  federal  government  cannot,  therefore,  continue  policies  and  programs  that 
encourage  and  promote  the  growth  of  tobacco. 

Unfortunately,  the  federal  government's  policies  on  tobacco  remain 
inconsistent.  On  the  one  hand,  the  U.S.  government  acknowledges  that  tobacco  use 
is  the  single  most  preventable  cause  of  death  in  the  United  States,  (434,000  deaths 
each  year)  and  the  Environmental  Protection  Agency  categorizes  secondhand 
smoke  as  a  Group  A  (known  human)  carcinogen.  On  the  other  hand,  policies  of  the 
U.S.D.A.  assure  that  federal  assistance  and  tax  dollars  support  the  growth  and  use  of 
tobacco  products. 

Federal  funds  would  be  better  spent  in  real  support  for  the  country's  small 
farmer.    In  light  of  a  decreasing  dependence  on  U.S. -grown  tobacco,  monies  would 
more  properly  be  allocated  in  support  of  facilitating  the  growth  of  alternative  crops 
and  improving  access  of  tobacco  producers  to  markets  for  other  crops  and  land  used 
to  harvest  other  crops. 
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June  14,  1993 


Ms.  Barbara  Spangler 

Manger,  Legislative  and  Regulatory  Affairs 

RASDA 

1156  15th  Street,  N.  W. ,  Suite  1020 

Washington,  D.  C.  20005 

\ 
Dear  Barbara: 

Just  a  short  note  to  say  how  much  I  enjoyed  visiting  with  you  and 
DeWitt  at  the  recent  FMI  Show.   I  would  look  forward  to  future 
such  encounters. 

He  discussed  the  importance  of  the  MPP  Program.   Without  the 
availability  of  matching  funds,  Lance  would  not  have  progressed 
as  far,  as  rapidly  and  in  fact  it  is  questionable  whether  we  have 
even  begun  preliminary  exploration  outside  the  U.  S.  borders 
regarding  the  possibility  of  developing  an  export  business.   The 
TEA,  now  MPP,  Program  is  a  key  element  of  our  forward  marketing 
strategy  and  commitment.   We  have  focused  upon  the  development  of 
an  international  presence  as  a  key  element  of  our  future  plans. 
However,  due  to  the  lack  of  awareness  of  our  company  and  our 
products,  together  with  the  various  barriers  encountered  on  a 
country  by  country  basis,  the  MPP  funds,  while  representative  of 
a  very  small  portion  of  the  total  costs  of  becoming  a  factor  in 
the  international  market,  provide  a  modest  type  of  relief  to 
those  financial  costs. 

Enclosed  is  a  copy  of  a  letter  I  sent  to  Philip  Mackie  last  year. 
The  essence  of  the  letter  boils  down  to  two  things:   Run  the  MPP 
Program  like  a  business;  and  do  not  have  gaps  between  funding 
years  regardless  of  when  the  final  program  is  approved.   Approval 
can  be  made  retroactive  which  is  a  reasonable  and  customary 
business  procedure  or  decrease  a  percentage  of  the  overall  funds 
approved  based  on  the  number  of  days  involved  in  the  "gap" 
between  fiscal  years. 

In  the  case  of  our  products,  the  cost  of  redoing  labels  and 
plating  and  ingredients  is  a  manor  expense  which  had  previously 
been  approved  but  for  which  no  relief  is  possible  now.   This  is 
perhaps  the  single  greatest  cost  penalty  involved  preparatory  to 
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Ms.  Barbara  Spangler 

Page  2 

June  14,  1993 

entering  a  market  and  one  which  will  frankly  limit  both  the 
number  of  products  and  the  number  of  countries  against  which  we 
focus  our  efforts. 

Should  you  find  yourself  in  the  Charlotte,  North  Carolina  area, 
we  would  welcome  the  opportunity  for  you  to  visit  our  facilities 
and  learn  more  about  the  House  of  Lance. 

Sincerely, 


fP* 


HKS:cd 
Enclosure 


H.  K.  Shelton 

Director  -  Corporate  Development 
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